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Preface 


A number of people have helped in the production of this 
book. Much of the reworked data appearing on the follow- 
ing pages were assembled by Bob Clements, Paul Hutt and 
Bob Twigger. Kay Andrews collected together for me 
copies of all the relevant Beveridge papers. In addition she 
commented upon the draft manuscript and both chal- 
lenged and strengthened the argument. To all four, and 
in particular Kay Andrews, I owe a large debt of grati- 
tude. 

I am also grateful to the services provided to me by the 
House of Commons Library and to my secretary, Joan 
Hammell, for all her work on the manuscript. Any errors 
which remain are, sadly, my responsibility. 


FRANK FIELD 
Birkenhead 
October 1980 


Key to Abbreviations 


Throughout the text and footnotes, any reference to the 
Royal Commission is a reference to the Royal Commission 
on the Distribution of Income and Wealth. All other Royal 
Commissions are referred to in full. All Hansard references 
are to the House of Commons Hansard. House of Lords 
Hansard are referred to in full. Elsewhere the following 
abbreviations stand for: 


BIM British Institute of Management 
BLUE BOOK TABLES. Data on the distribution of income 
published annually in the CSO’s National Income and 
Expenditure ‘Blue Book’ as well as in Economic Trends, 
drawing on information from a number of sources in- 
«cluding the FES and the SPI. 
UPA British United Provident Association 

m=ccis Counter Information Services 


m=cPAG Child Poverty Action Group 


—=:so The Central Statistical Office, co-ordinating office 
gamd headquarters of the Government Statistical Service. 


eeiz Department of the Environment 
— iss Department of Health and Social Security 


—— The Family Expenditure Survey, an annual survey 
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_ of expenditure, income and other characteristics of house- 


holds, covering some 11,000 addresses each year. 


“FIs Family Income Supplement 


--GHS The General Household Survey, an annual survey 
_ documenting the social conditions and characteristics of 


some 15,000 households. 


_ IDS Incomes Data Services 


\ 
ox National Insurance 


+ PEP Political and Economic Planning 


ssc Supplementary Benefits Commission 


sp1 The Inland Revenue’s annual sample Survey of 
_ Personal Incomes which provides extensive information 
on the distribution of income before and after tax, and 
_ analyses the components of income and marginal tax rates. 


é Two major changes in the welfare state have occurred 


uring the period under study. Child benefit has replaced 

only, allowances and child tax allowances, and national 

sistance, which was established as the safety net in the 

re state in 1948, was superseded by supplementary 

2 efit i in 1966. The latter change was really only a change 
ermi nology. 


Introduction 


Inequality in Britain is not just another book about the 
poor. Certainly the poor feature in it, but so do the rich. 
Poverty must be seen in relation to the total wealth of the 
community and, thus, this book is concerned with the 
fundamental! question of the overall distribution of income 
and wealth in Britain. It is written, moreover, on two 
assumptions: first, that poverty is linked to other forms 
of disadvantage — not in the sense of a cycle of deprivation, 
but rather as part of a cycle of inequality — and, second, 
this poverty trap can be broken when people have adequate 
financial resources to sort out their own lives. The welfare 
reforms proposed here are directed to this objective and 
the aim of the book is twofold. The first is to provide 
readers with a comprehensive text which will hopefully 
persuade them to look at old issues in a new light. The 
second is to outline a manifesto, and one which a Labour 
government might implement. 

Those who propose major reforms must also address 
themselves to a central political issue. What effect would 
their proposals have, if carried out, on the degree of freedom 
enjoyed by the community? Inequality in Britain takes the 
view that wherever possible people should make their own 
decisions about their lives, and not surrender their rights 
to third parties. But this assertion amounts to nothing more 
than empty sloganizing unless measures are taken to ensure 
that all citizens have the resources to choose from a full 
range of options. For too long the equation of choice with 
freedom has been monopolized by the Tory Party. 

In fact, as Inequality in Britain demonstrates, practical 


~ or what this book calls home-made socialism is an essential — 
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means of extending freedom. Over the past twenty years 
or so the goal of socialism has increasingly been seen as 
equality, and left-wing consensus on this priority is a 
testament to Anthony Crosland’s evangelical skill. One of 
Crosland’s most important successes was to hijack the 
Labour Party and convert it into a vehicle which saw 
‘socialism [as being] basically about equality’.? In contrast, 
Inequality in Britain returns to those older traditions of 
the Left which espouse freedom as the main objective, and 
greater equality as a means to that end. 

This distinction between means and ends is not just of 
academic interest. The Croslandite view has had a pro- 
found effect on Labour policies, many of which are now 
coming under attack. Ironically, it is those Croslandites 
who have left the party because of Labour’s espousal of 
equality at the expense of freedom who are the most 
nrulent in their criticism. Yet the contested policies are 
he very ones which follow inevitably from putting maxi- 
mum emphasis on equality while believing that somehow 
freedom will thereby be increased. 

The re-establishment of freedom as the central goal of 
British socialism leads inevitably to a questioning of the 
assumption that socialism is axiomatically bound up with 
extending centralized power. That Croslandite values can 
often lead unintentionally to greater rather than less state 
power, and at the expense of ordinary individuals and not 
just of the rich, has been best exposed by one of Crosland’s 
younger and most distinguished disciples. David Mar- 
quand has put this argument in the following terms: 


The great engine of social-democratic redistribution has 
always been tax-financed public expenditure. High 
taxes, social democrats have assumed, would take re- 


sources away from the rich; high social spending would . 


distribute them to the poor. But if the state takes my 
Money away from me to give it to someone else, my 
freedom is thereby diminished. If those to whom it is 
given receive it in the form of cash, which they can spend 
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as they like, and if there are a lot of them and only a 
few of me, there may well be a net gain in freedom. If 
they receive it in the form of services, in the direction 
of which they have no say and over the allocation of 
which they have no control, there will be no gain in 
freedom, though there may still be a gain in equality.? 


Marquand makes a valid point, but he does not go on 
to make any distinction between those areas, such as educa- 
tion, where the somewhat old-fashioned line of raising 
taxation and redistributing this in the form of services is 
still an appropriate and legitimate goal, not least in terms 
of extending freedom, and a policy of cash redistribution 
as advocated in this book. That said, and recognizing the 
importance of Marquand’s criticism, his argument is far 
from complete. Inequality in Britain argues that both 
socialism and freedom can be served by redistribution of 
cash in four ways: first, a cash redistribution from the state 
to individuals; second, a cash redistribution over an in- 
dividual’s lifetime so that forty years’ earnings are spread 
over a seventy- to eighty-year period; third, a cash redistri- 
bution from rich to poor; and fourth, a cash redistribution 
from men to women. 

But another argument is also involved here. Socialists 
need to reflect on the period since 1945 and ask what 
lessons are to be learnt about the performance of the 
state’s machine. One lesson from the past thirty years is 
the inability (thank God) of the state to regulate effectively 
much of what each of us gets up to. By ignoring the lessons 
of the technical limits on what the state can effectively do, 
Labour directly assists the Tories who have not been slow 
to capture public fears of state power and to fashion them 
into a campaign for a nightwatchman state.* Inequality in 
Britain argues that to accept that state power is much more — 
limited than has often been appreciated by the Left is not 


an argument for decrying all state action. Rather, itis a 


plea for concentrating the resources and expertise of the 
state machine on what it is able to do. One area wher 
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the state should be involved — and can, thankfully, be 
effective — is in helping to determine the distribution of 
income and wealth. 

The central message of this book — the link between 
socialism and freedom — is developed by way of an essay 
on what determines an individual’s standard of living. 
Obviously a person’s wage or salary cheque is important 
as are the whole range of social security benefits. But this 
is an incomplete analysis and Inequality in Britain intro- 
duces the idea that there is not one, but five welfare states — 
each of which has to be considered if we are to gain a fuller 
understanding of what constitutes welfare,* and much of 
the book is concerned with how living standards are 
determined by means of each welfare state. The primary 
aim of any reform of welfare should be to ensure that all 
five welfare states combat rather than aggravate poverty 
ind inequality. It is from this starting point that a major 
Drogramme of welfare reform is advocated which will 
increase the power of those on or below average earnings. 

To this end the first chapter is concerned with the total 
distribution of income and the poor’s share in the wealth 
of the community. Discussion turns in the second chapter 
to how poverty has traditionally been defined. While the 
popular conception of poverty may well be one couched 
in absolute terms, social investigators for the past hundred 
years have always measured poverty in relative terms. 
Indeed, such an approach follows from the view outlined 
in Chapter 1, which places the poor within the total 
spectrum of Britain’s income and wealth. 

The third chapter reviews the main groups who find 
themselves poor at any one time and Chapter 4 examines 
the last attempt, Beveridge’s, to implement a comprehen- 
Sive anti-poverty programme in Britain. The failure of this 
scheme — which accounts for today’s poor — is examined, 


_ as are the various stages where political pressure was 


applied to modify the scope of the reform. These major 
changes were not limited just to the adequacy and coverage 


of the benefits. One key part of the Beveridge proposals 


ee 
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was the finance of the traditional welfare state. Chapters 
5 and 6 look at this question in detail. They show how 
the Beveridge system of a tripartite funding never material- 
ized. Chapter 6 looks at how the Exchequer contribution 
to the traditional welfare state is raised in a less and less 
progressive manner. The dockers’ MP, Jack Jones, used 
to sing when marching through the Division Lobbies 
against pre-war welfare legislation, ‘it’s the poor that pays 
for the poor’. Chapters 5 and 6 show that this is largely 
true today. 

Welfare in this book is defined as the provision of cash 
and services which help to determine the living standards 
of individuals and families. The way the tax base is being 
eaten away by the granting of tax allowances introduces 
the first of the other four welfare states. The granting of 
tax allowances reduces the tax liability of many taxpayers 
and is clearly a means of determining a person’s welfare. 
Chapter 7 looks at the main provisions of the tax allowance 
welfare state. Increasingly, companies have been drawn 
into providing welfare benefits for their employees and 
Chapter 8 details the main form these benefits have taken 
and their growth over the past couple of decades. As with 
the tax allowance welfare state, the company welfare state 
acts as a way of increasing inequality rather than diminish- 
ing it. So, too, do the other welfare states — the welfare 
state resulting from unearned income, and the private 
market welfare state. These two forms of welfare provision 
are examined in Chapters 9 and Io. 

The traditional benefit welfare state can only be effec- 
tively overhauled and extended if a total view is taken of 
Britain’s five welfare states. Chapter 11 proposes a radical 
reform of all five welfare states. It is entitled ‘Freedom 


‘First’ because that is precisely what the aim of welfare 


should be and they are policies which will hopefully 
provide some of the main planks in Labour’s next election 
manifesto. How realistic an aspiration this is is examined 
in the final chapter. 

Contrary to popular myth, Labour in government has 
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never taken a comprehensive view of welfare, or even fully 
understood the workings of the traditional welfare state. 
This failure is now the more critical given the current 
government’s policies for reducing the welfare of the poor. 
But despite the political advantage offered by the Thatcher 
government’s actions, if Labour is to survive as a great 
political party, let alone win the next election, it needs to 
offer an alternative vision of a just society which will 
command new votes. The extension of freedom to the vast 
majority of the population by overhauling Britain’s five 
welfare states offers an opportunity of a new coalition of 
votes for Labour. The book ends by discussing the 
sceptic’s view that the party will fail to react positively to 
the suggestions made here. As Dr Johnson once remarked, 
“the prospect of being hung in the morning concentrates 
the mind wonderfully.’ This may well be a message for 
Labour Party which at the last election gained the support 
f only 28 per cent of the electorate. 


1. Poverty and Riches 


Many people still think that poverty is a self-inflicted 
wound. While a recent EEC study showed that in Britain 
people were far more likely than in any of the other EEC 
countries to take this personalized view of poverty, this 
book puts forward an almost opposite view. Poverty is seen 
largely as a consequence of the current distribution of 
income and wealth in our society, and while particular 
individuals may escape from poverty by their own efforts, 
the structure of earnings and benefits ensures that other 
individuals will take their place. This chapter begins by 
looking at the distribution of income, and the extent to 
which the shares of the rich and the poor have changed 
over the past thirty years, before going on to examine the 
changing distribution of wealth. As well as examining 
changes over time in who owns Britain’s wealth, a dis- 
tinction is made between two types of wealth: that which 
affects a person’s level of consumption and that which 
confers power over other people. This information will M4 
form the background for an examination of the traditional 
welfare state, the main function of which is to compensate 
for the maldistribution of income and wealth. It will also 
give an insight into the four other welfare states which will 
be examined in detail in later chapters. 


. Whose fault? 


The most commonly accepted belief about poverty used 
to be that it was somehow inevitable, just like the air W 
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breathe. This view has best been described by Nota 
Streatfeild who, when writing about events at the turn of 
the century, observed: ; 


It seems strange today, but that some children were — 
hungry was accepted, as wet weather is accepted. I can 
remember my mother helping to serve soup, which could = 
be bought by the needy for a penny a jug, and hearing» 
her say: ‘Fill that jug up to the top, and give the children ~ 
extra bread, that family never has enough to eat.’ 
... Neither the tradesmen who provided the materials for — 
the soup, nor the ladies who served it, appeared to think _ 
it wrong in a rich country that families could be in such 
want that they would queue for a pennyworth of soup. q 
_ There was nothing wrong with the people of that date, — 
they were just as kind-hearted and easily moved as we — 
are today, it was that the way they thought was different; 
poverty was something that happened ~ just as people 
were born cripples, you helped them, but you could not — 
expect to cure them — indeed there were many who — 
supposed that it would be upsetting God’s purpose if — 
you did.? 


I believe people are just as kind as Streatfeild described 
them. More importantly, they are willing to consider major 
structural reforms if these are presented in a relevant 
manner with a sense of moral purpose. I believe it possible 
to mobilize the goodwill which exists, to build the support 
for a total restructuring of Britain’s five welfare states. But — 
while most people in Edwardian England accepted poverty — 
as part of the Divine Order, a new creed has now gained | 

_widespread support. The massive rise in national income 
has led large sections of the electorate to conclude that not ; 
only must everyone have reached an acceptable minimum 
standard of living, but that in achieving this society must — 

have necessarily become more equal. Underlying this — 
belief is a static view of income distribution which holds — 

_ that any gains for those at the bottom end must inevitably 
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be won at the expense of those at the top. In fact, a grow- 
ing national income can lead, and probably over the past 
couple of decades has led to a widening gap between those 
at the bottom and the top. 

Growth has also affected people’s political values to the 
extent that it has reinforced the ‘blaming the victim’ 
syndrome: those who fail to keep up with the march in 
rising living standards are held to be morally responsible 
for their state. The poor are therefore caught in a pincer 
movement. On the one hand there is reluctance to accept 
the existence of ‘real’ poverty, while on the other hand, 
because of the rise in national income, those who accept 
that poverty does exist in Britain today are likely to view 
it in terms of personal and sometimes moral failure. 

The importance of this ‘blaming the victim’ syndrome 
can be seen from the 1976 EEC-wide survey on people’s 
attitudes to poverty. The results of the UK poll were at 
considerable variance with the overall EEC findings on the 
causes of poverty. In Italy and France, for example, the 
most common response was to put the blame at society’s 
door. However, the UK findings show a high degree of 
personalized blame.? The main results show: 


Cause of poverty In agreement in UK 
1. Laziness 45 per cent 
2. Chronic unemployment 42 per cent 
3. Drink 40 per cent 
4. Ill health 36 per cent 
5. Too many children 31 per cent 
6. Old age and loneliness 30 per cent 
7. Lack of education 29 per cent 
8. Lack of foresight 21 per cent 
9. Deprived childhood 16 per cent 


In contrast, a central theme of this book is that the present 


distribution of our income and wealth makes it inevitable _ 


that large numbers of people will be poor in relation to 


the rest of the community and that poverty cannot be 
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viewed as separate from the issue of who gets what in our 
society. Long ago R. H. Tawney warned of the dangers 
for the poor in undertaking studies of those on low incomes 
in isolation from other groups. In an inaugural lecture to 
the Ratan Tata Foundation, Tawney emphasized that an 
understanding of poverty required much more than a study 
of the poor themselves. He told his audience that the 
researcher ‘would be wiser to start much higher up the 
stream than the point he wishes to reach’, and then went 
on to warn that ‘what thoughtful rich people call the 
problem of poverty, thoughtful poor people call with equal 
justice the problem of riches’.? 


Income distribution 


Students wishing to start ‘higher up the stream’ can be 
thankful to the Royal Commission on the Distribution of 
P Income and Wealth (hereafter referred to as the Royal 
S, Commission) for bringing together a great deal of infor- 
e mation on what is known about the current distribution _ 
of income and wealth in the UK. The Royal Commission — 
collected together the three main sources of data on the 
‘distribution of personal incomes in this country: the 
“3 Survey of Personal Incomes (SPI); the Family Expendi- 


i ture Survey (FES); and the combination of the two, which 
‘4 goes under the title of the Blue Book Tables, and which — 
____ isthe ‘only official statistics compiled solely for the purpose 


> of presenting information about the distribution of per- 
sonal income’.* 

Turning to the Blue Book data, which are presented in 
Table 1, we find a remarkable stability in the share of total 
income going to the bottom $0 per cent of income earners, 
and this holds true whether one looks at the distribution 

of income before or after tax. In 1949, the bottom 50 per 
_ cent of the income distribution picked up 23-7 per cent 
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of total personal incomes. By 1976/7 the total share of 
income had risen by 0-4 per cent to 24:1 per cent of the 
total of personal incomes. The position is not significantly 
altered if we look at the distribution of income after 
taxation. In 1949, the bottom §0 per cent of the distribution 
gained 26°5 per cent of the total and by 1976 they again 
gained 0-4 per cent more, giving a total of 26-9 per cent 
of total personal incomes. The extent to which this is 
altered by the payment of welfare benefits is examined in 
Chapter 6. 

What of the income shares going to the top end of the 
distribution? Here the Blue Book data give a somewhat 
different picture. Taking income before tax we find that 
the share going to the richest 10 per cent has fallen from 
33-2 per cent in 1949 to 26:2 per cent in 1976/7. Although 
this is a significant reduction, the table shows that most 
of this redistribution took place before the 1970s and, as 
we have seen, the bottom 50 per cent have not gained from 
this redistribution. It is that total part of the population 
who came between the top Io per cent and bottom 50 per 
cent who have benefited most from the movement away 
from the top income groups. A similar trend is apparent 
in the post-tax distribution of income. 

One way of illustrating how the problem of poverty is 
bound up inextricably with the problem of riches is to show 
how much more income high-income earners receive com- 
pared with those on low income. In any large-scale 
industrial society there will always be differences in in- 
comes, but what is important is the ratio of these differ- 
ences and particularly the gap between the top and the nS) 
bottom. Amongst the highest paid directors in the UK 
(taking 1978/9 figures) were Lord Grade earning £195,208 
from Associated Communications Corporation, R. R. S. 
Edgar with £132,000 from Hill Samuel, A. Stewart Moore _ 
with £110,750 from Gallaher, and C. Pocock with 
£109,634 from Shell, to name but a few.‘ At the other end 
of society are workers in what are called wages-council — 
industries where the statutory minimum wages range from 


Table x Distribution of personal income — Blue Book, 
Percentage shares of total personal income received by given 
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€ other wages-council industries to a top minimum wage 
£52.50 for workers in non-food shops. Yet despite the 
y of these rewards, underpayment of the legal mini- 
appears to be a growing problem.® 
other way of examining these differences is to look 
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National Income and Expenditure, 1949 to 1976/7 : 
quantile groups, and supplementary statistics; before and after tax 


Income unit: tax unit 
New basis 


1968'9 196970 1970,1 1971.2 19723 19734 1974/5 


Old basis* 


1975.6 1976.7 


New basis* 


19689 196970 19701 ‘19712 19723 19734 19745 1975.6 1976 6 sf 


Source: Royal Commission, Report No. 7, Tables Ax and 2. 


at the share of total income gained by different group 
opposed to individuals. The data for 1976/7 show the 
20 per cent of income earners gaining more than the 
going to the bottom 60 per cent of the income distribu 
Not all this bottom 60 per cent would think of them 
as poor, or indeed should be defined as poor, bu 
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turning to how poverty has been defined in the post-war 
period it is necessary to look at the change in distribution 
t of wealth over time. 


Wealth distribution 


As one of Britain’s five welfare states arises from the 
unequal distribution of wealth, we need to look carefully 
at the different ways wealth is measured and in particular 
whether the widespread belief in a steady erosion of the 
capital of the very rich is borne out by the facts. Thanks 
to the work of A. B. Atkinson and A. J. Harrison we can 
yresent a picture of the changing distribution of wealth in 
3ritain since 1923. While the authors warn us about reading 
00 much into the figures over time, they are, nevertheless, 
the best data available and we can see from Table 2 two 
important trends in the ownership of wealth since the 


; 
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Table 2 Distribution of wealth, 1923/72* 


| 


Top I percent 609 55 33:9 345 297 31:7 ; 
‘ 


1923 1938 1960 1964 1970 1972 


; 
Share of total wealth 
2-§ percent 21'1 219 255 241 23:9 243 ; 
G6-1Opercent 71 81 I21 128 I51 144 r 
II-20 percent 5§'1 62 116 129 158 I4'5 


20 per cent 942 912 831 843 845 849 


_ * Economically independent population, England and Wales. . 
__ The estimates for 1923 and 1938 are not wholly comparable with — 
_ those for 1960 and later. 


rce: A. B. Atkinson and A. J. Harrison, Disrribution of 
rsonal Wealth in Britain, cup, 1978. 
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1920s. The richest 1 per cent has seen a significant 
reduction (almost a halving) of their wealth holdings, but 
this loss has been cornered by the next richest 19 per cent 
in the wealth stakes. The top 2 to 5 per cent increased 
their share slightly, the following 5 per cent more than 
doubled theirs, while the richest wealth holders between 
10 and 20 per cent almost trebled their share. The total 
share of wealth going to the wealthiest 20 per cent of the 
population declined from 94:2 per cent to 84°9 per cent. 
As one group of researchers observed, “This is hardly a 
dramatic decline over a period of fifty years. By the 
beginning of the 1970s, the poorest four-fifths of the 
population owned just 15 per cent of all personal wealth.” 
And the very limited extent to which wealth has been 
redistributed has been best expressed by Professor Atkin- 
son in one of his earlier works in which he concluded his 
study by saying: ‘It seems therefore that what redistribu- 
tion there has been is not between rich and poor, but 
between the very rich and the rich.”® 

What pattern of wealth distribution is shown by more 
recent data? In its reports, the Royal Commission listed 
five ways by which the distribution of wealth is measured 
— Series A to E — and it is important that we look at each 
series, for they show a range of concentration of wealth 
with the result that each series is used by different protag- 
onists in the political debate to prove their point. The five 
series are also important for this book as later we begin 
to make a distinction between the different kinds of wealth, 
looking carefully at the concentration of wealth or property 
which gives power over other people, as opposed to 
property which enhances self-esteem and dignity. : 

Series A are estimates based on estate duty returns and | 
the wealth holdings of the population are calculated in the 
following way: those who die in any one year are treated 
as a sample of all wealth holders and these data are adjusted 
for differential mortality rates by sex,’class and age. The 
difficulty with this approach is that many estates never 
come to the notice of the Estate Duty Office, either because 
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they are too small to be subject to tax or because their 
owners have managed to steer them around the tax system 
through employing one of the many tax avoidance and © 
evasion schemes. = 
Series B assumes that the 20 million missing persons 
who do not appear in the estimates own no wealth at all. 
As we can see from Table 3, this suggests an even more 
striking concentration of wealth in a few hands than is 
suggested by Series A. The top I per cent corners 23:2 
per cent of wealth compared with 17:2 per cent. The top — 
5 per cent own almost half while the top 10 per cent own ~ 
almost two-thirds of all wealth. Moreover, the way the — 
Royal Commission present these data is not without its — 
own significance. While the Royal Commission consider — 
the top 1, top 5, top 10 and top 20 per cent of wealth © 
holders separately, the remainder of the wealth-holding 4 
population was grouped together. Could there be a more © 
powerful way of summing up the inequality in wealth than 
to refer to the bottom 80 per cent of the distribution? | 
The third way in which the distribution of wealth is 
presented is in Series C. This attempts to adjust Series — 
A by assuming that we all have some wealth, even if it — 
is not declared. The technical way by which this series is — 
compiled is by using personal sector balance sheets which ; 
are the record of wealth held in private hands. The result 
of including not only missing persons but also some of the 3 


missing wealth is that the share of the top 1 per cent of 
the population unexpectedly rises to 24°4 per cent in 1975 
and that the bottom 80 per cent to 23:3 per cent, with those 
in the ‘middle’ enjoying a reduced share. ‘{ 
Series D on wealth distribution is compiled from Series — 
C but includes occupational pensions as a form of wealth. 
Series E takes Series D and includes in the analysis the — 
value of state pension rights. The effect on the overall 
_ distribution of wealth by these adjustments can be seen 
in Table 3 which presents the distribution of wealth in 
1975. The effect of making these adjustments is that the 


| 


. Distribution of personal wealth, 1975. Series A-E 


Population Total adult Excluding Including Including 

included in population (aged occupational occupational state pension 
Inland Revenue 18 and over), pension pension rights 

estimates assuming that rights rights i, 


ce , Persons not, r 
oheg covered in Inland 
7 Revenue estimates 
have no wealth 
(Series A) (Series B) (Series C) (Series D) (Series E) 
i th % % % % % 


17-2 23:2 24°4 13°9 
35:0 46°5 46-1 413 28:8 
473 62°4 59°9 55°0 39'5 
63°3 81-8 76:1 719 53°8 


367 18-2 2373 28°1 46:2 


q 


Series C to 13-9 per cent in Series E. A similar reduction 
is recorded for the share of wealth going to the richest 
: § per cent of the population. Thereafter the reduction 
is far less marked, the share of the richest 20 per 
cent of the population declining from 71-9 per cent in 
: Series D to 53:8 per cent once state pensions are taken 
into account. Even so, the bottom 80 per cent of the 
population’s share of wealth rises from 23:3 per cent in 
Series C to 28-1 per cent in Series D and to less than 

half of all measurable wealth in Series E. 

For the theme of this book it is important to include 
both occupational and state pension rights for we are 
concerned both with the means by which living standards 
are safeguarded when people are unable to work and with 
the mechanism by which wealth can enhance the living 
standards of some members of the working community. 
But as one of the welfare states we are examining is that 
which results from unearned income, it is important to pay 
special attention to those forms of wealth which give rise 
to an income irrespective of the status of the wealth holder. 

For example, occupational and state pensions are only paid 
fs to people of certain ages, and while participants to an 
5 occupational pension scheme have recently been prevented 
from trading in their contributions, the membership of — 
such a scheme can be used in certain circumstances as a 
ay guarantee of other loans. In contrast, state pension rights 
cannot be used as a guarantee for raising capital. Other 
St forms of wealth holdings have none of these restrictions 
on them and therefore it is important to look in a little 
more detail at Series C, and particularly at changes in the 
distribution of wealth between different groups since 1974 
when the basis of the Series was changed to cover the whole — 
of the UK. : 
Bs Here we find the share of the most wealthy 1 per cent — 
_ tising from 22-5 per cent in 1974 to 24 per cent in 1977. — 
Similar increases are shown for the top 5 per cent of wealth — 
holders. in each of the years. The reason for this slight — 
_ increase in inequality of wealth holdings can be found in E 
< 
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the types of assets held by the very rich. The dramatic 
decline in the share of the top wealth holders between 1971 
and 1974 was due not to redistributive policies adopted 
by the incoming Labour government but to the collapse of 
the stock market. The poor certainly gained nothing from 
the declining share prices that reduced the book value of 
the assets of the wealthy. Similarly, as share prices began 
to recover after 1974, the share of the richest wealth holders 
once again increased. 


Conclusion 


On the basis of the data produced by the Royal Com- 
mission and the Inland Revenue we can say that inequality 
in wealth is much greater than that of personal income. 
In respect of wealth, therefore, the poor have more in 
common with the majority of the population than they do 
with respect to the distribution of income. Only a very 
small minority of the population is not dependent on 
selling its labour or receiving benefits for its income, well- 
being and livelihood. Many people in the middle reaches 
of the distribution of personal income are reduced to a 
fairly. low level of income soon after the breadwinner is 
unable to work, and this applies to those entering retire- 
ment if they are not covered by a generous private pension 
scheme or (as we are calling it in this book) provision from 
the company or the private welfare state. 

The Blue Book Tables showing the stability of the share 
of personal income going to the bottom 30 per cent may 
give the impression that the poor are a static group. This 
is not so. While it is true that some people remain poor 
for all or most of their lives, others experience poverty only 
when they lose their ability to earn a living. Most people’s 
lives are subject to three vulnerable periods — when they 
are responsible for children, when they are prevented from 
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working, and when they retire. The extent to which these 
vulnerable periods are countered by payments from one 
of the four welfare states is the subject-matter of much 
of this book. But before looking at the extent of welfare 
we need to examine how poverty is defined. 


2. What Is Poverty? 


What is meant when we talk about poverty in Britain in 
the 1980s? In answering this question this chapter begins 
by reviewing the way Charles Booth and Seebohm Rown- 
tree defined poverty for their respective pioneering studies. 
We shall see that both of them thought of poverty in 
relative terms; in other words, that the standard of living 
of the poor was not absolute but related to the general living 
standards of the community. We shall also examine their 
calculations and show that Rowntree inaccurately gauged 
the relative income level needed for children compared to 
adults. As the Rowntree calculations form the basis for 
Beveridge’s work, which itself formed the basis of the 
modern welfare state, these calculations are not only of 
academic interest. The second part of this chapter will _ 
show that this underestimation of the needs of children 
results automatically in an underestimation of the number 
of poor families in Britain today. 


In the beginning 


The two social investigators who pioneered modern pov- 
erty studies in Britain were Charles Booth and Seebohm 
Rowntree. Both defined poverty in relative terms and this _ 
is a tradition followed by investigators right up to Peter — 
Townsend in his recent Poverty in the United Kingdom. = 
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* but are related to and revised as the general standard of 
living increases. Adam Smith expressed these views in the 
following terms: 


By necessaries, I understand not only the commodities 
which are indispensably necessary for the support of life 
but whatever the custom of the country renders it in- 
decent for creditable people, even the lowest order, to 
be without. A linen shirt, for example, is strictly speak- 
ing not anecessity of life. The Greeks and Romans lived, 
I suppose, very comfortably though they had no linen. 
But in the present time ... a creditable day-labourer 
would be ashamed to appear in public without a linen 
shirt, the want of which would be supposed to denote 
that disgraceful state of poverty.” 


‘Modern’ poverty studies begin with Charles Booth 
for, as his biographers, the Simeys, have commented, 
his ‘most striking innovation was his invention of the 
Poverty line’. The Simeys went on to observe: ‘His 
definition of poverty was perhaps the first operational 
definition in the social sciences, ‘“‘operational’’ in the 
sense that it provided the means whereby the truth or 
falsehood of his provisional hypotheses could be tested 
experimentally.”3 

Booth set out his definition of poverty in 1887: ‘By 
the word “poor”, I mean to describe those who have 
a fairly regular though bare income, such as eighteen 
or twenty shillings per week for a moderate family, and 
by ‘“‘very poor’, those who fall below this standard, 


oi a whether from chronic irregularity of work, sickness, or 
ae a large number of young children.’* 

ae So we see that such phrases as ‘the poverty line’, ‘at’ 
at and ‘below the poverty line’, became common currency 


in the paper which carried the first results of Booth’s 

_ enquiry. A year later, in a second publication, Booth 
made it plain that he was not seeking an absolute” 
‘definition of poverty. The classification of those who - 
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were poor and very poor was determined by the popular 
opinion as expressed by his interviewers who had the 
job of classifying families. That poverty was a relative 
concept for Booth can again be seen from a key passage 
in his second paper. Families are defined as ‘very poor’ 
when their means are insufficient ‘according to the 
normal standard of life in this country’.® 

The idea that poverty could be defined independently 
of the society in which the investigation was being 
carried out is to be found in Seebohm Rowntree’s first 
work. That he adapted this approach owes something 
to the political circumstances in which he was operating. 
Rowntree faced a different task to that of Booth, who 
had initiated his survey to undermine the propaganda 
of a newly formed socialist organization, the Social 
Democratic Federation (although, ironically, the results 
confirmed what Booth had thought of as the SDF’s wild 
allegations about the numbers of poor in London).® 
Rowntree’s purpose was to investigate the extent of 
poverty in a reasonably prosperous English city, and to 
counter any charge that his findings might exaggerate 
the extent of poverty -he constantly emphasized that his 
was a minimum subsistence approach.” Writing at the 
beginning of his first report he made a distinction between 
primary and secondary poverty. Families living in primary 
poverty were those ‘whose total earnings are insufficient 
to obtain the minimum necessaries for the maintenance 
of merely physical efficiency. Secondary poverty was 
thought of in terms as those ‘Families whose total earnings 
will be sufficient for the maintenance of merely physical 
efficiency were it not that some portion of it is absorbed 
by expenditure, either useful or wasteful.’ 

Rowntree went on to recall that ‘before we can arrive 
at any estimate of the numbers of those who are living in 
“primary” poverty in York, we must ascertain what in- 
come is required by families of different sizes to provide 
the minimum food, clothing, and shelter needful for the 


maintenance of merely physical health,’ adding, ‘expendi- _ ‘ 
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ture needful for the maintenance of mental, moral or social 3 
sides of human nature will not be taken into account at 
this stage of the enquiry. Nor in thus estimating the 
poverty line will any account be taken of the expenditure 
for sick clubs or social insurance. We will confine our 
attention at present simply to an estimated minimum 
necessary expenditure for the maintenance of merely 
physical health.’ 

How Rowntree set about the task of calculating this 
minimum income consistent with ‘merely physical health’ 
need not concern us here.? What is important, however, 
is that most of the criticism of Rowntree’s approach centres 
on the belief that his expenditure patterns, consistent with 
determining a poverty-line income necessary for merely 
physical efficiency, were unrelated to the lifestyles of most 
working-class families. Ironically this was initially true, 
but in the opposite way to that implied by his critics. 
Rowntree’s attempt to produce a subsistence definition of 
poverty resulted in minimum income levels substantially 
above that obtained in reality by many. working-class 
families. The only person, as far as I have been able to 
establish, who noticed this was Professor A. L. Bowley 
who wrote: 


the food ration used by Mr Rowntree as a minimum is 
more liberal, so far as can be judged, than that obtained 
by the majority of working-class even in Europe in 1913, 
and by the great bulk of the unskilled and agricultural 
labourers in England before the end of the fall in prices 
_ in 1895. The human race has got along on a standard 
below this minimum, though it may have been hungry, 
with imperfect health, a high death rate and a low 
standard of efficiency. It is very important to recognize 
this, for it has come as a surprise to many people to learn 
that a large proportion of even an advanced population 
is insufficiently fed ... since they have not realized that 
the diet obtainable from wages of unskilled labour has 
in past times been generally too low for the work of a 
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high grade, and that the poor and the working-classes 
were really interchangeable terms in past generations.’° 


Throughout his life Rowntree returned to the question 
of what constituted poverty. His first revisions were made 
in 1914 (although not published until after the end of the 
First World War) and this study was characteristic of those 
which were to follow. Considerable emphasis was placed 
on the supposed scientific determination of a minimum 
income and on the fact that this minimum was, if anything, 
set at an unbearably low level. At the same time, favour- 
able adjustments were made to the level of a poverty-line 
income so ushering in the concept of relative poverty. 
Rowntree, like so many social reformers, found it necessary 
to dress radical findings in Conservative clothes. 

With his revisions to the poverty line in 1914, Rowntree 
began to be much more open about setting minimum living, 
standards that corresponded to those that were current in 
working-class households. And while the 1914 revisions 
reduced the food requirements of the minimum diet (as 
if anticipating Bowley’s criticism) a new category of per- 
sonal sundries was added. Commenting on this new entry | 
Rowntree observed that ‘personal expenses ... are quite 
necessary.’ The items covered by personal sundries can be 
divided under three heads. A sum was included for com- . 
pulsory national health insurance. Also included were _ | 
trade union subscriptions, or additional subscriptions to ~ 1 
sick clubs since these ‘may almost be regarded as necessary, 
and this holds good of tram fares to and from work.’ In 
addition, there were a number of other claims 


varying in their urgency — such as expenditure for news- 

papers, for incidental travelling, for recreation, for 
occasional presents for the children, for beer and to- 

bacco, subscriptions to churches or chapel, burial and 
sick clubs for the wife and children, and the multitude _ 
of small sundries such as stamps, writing materials, hair 
cutting, drugs etc. — for which it is difficult to make an 
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accurate estimate, but some outlay upon which it is im- 
possible to avoid. 


To cover all the items under the heading of personal 
sundries, Rowntree calculated ‘we cannot possibly allow 
a sum of less than five-shillings a week’ for a family of 
five.’! Five shillings a week (or 25p) may seem little enough 
in today’s money but it amounted to a considerable part 
of the earnings of manual male workers at the time. The 
only survey of pre-war earning was carried out in 1906 
and 25p equalled about one-fifth of median male earnings. 
In the 1930s, Rowntree carried out a major revision of 
his definition of poverty by developing a human needs 
scale, and this was used for calculating the levels of poverty 
in York in his 1936 survey.!2 One major change in Rown- 
ree’s definition of poverty was to extend the number of 
yersonal items in the budget. Sums were added to cover — 
che cost of a wireless, together with a holiday, books and 
travelling. But again, the dietary requirements were tight- 
ened, and Rowntree based this latter change on the report 
of the advisory committee to the Ministry of Health which 
was published in 1931.13 


Penalizing children 


These minimum subsistence levels were computed not 
only for the purpose of carrying out social surveys but also — 
to influence policy. Very early on in his career Rowntree 
openly made his definition of poverty a relative one 
(although, as we have seen, Bowley suggested that the very | 
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first definition was set at a level above the living standards — 
of many working-class families). At the same time, he con- | 
sistently emphasized its subsistence aspect, no doubt in 
an attempt to persuade the public to take seriously his 
_ findings on the extent of poverty. A ‘catch-22’ situation 
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was reached, however, when these minimum subsistence 
levels were recalculated by Beveridge. 

In Social Insurance and Allied Services — published in 
1942 as the blueprint for the traditional benefit welfare 
state — Beveridge’s calculations placed the emphasis 
squarely on the word minimum although this was not a 
point emphasized in the report, or in its subsequent 
massive publicity launch. A detailed analysis of Bev- 
eridge’s calculations has been presented elsewhere’ but 
here it is important to note the political context within 
which Beveridge was carrying out his work. 

As Beveridge began preparing his report, politicians 
increasingly saw the whole exercise as important in raising 
morale for the war effort; it was crucial that people had 
something better to look forward to after the cessation of 
hostilities. As two of the major war historians commented: 


There existed, so to speak, an implied contract between 
Government and people; the people refused none of the 
sacrifices that the Government demanded from them for 
the winning of the war; in return, they expected that 
the Government should show imagination and serious- 
ness in preparing for the restoration and improvement 
of the nation’s well-being when the war had been won.** 


Hence Beveridge was able to write early on in his report 
that the ‘determination of what is required for reasonable 
human subsistence is to some extent a matter of judgement; 
estimates on this point change with time and generally in 
a progressive community, change upwards.’'® Beveridge 
went on to argue that Rowntree’s primary poverty scale 
would ‘be rejected decisively by public opinion today’, and 
asserted that insurance benefits would have to guarantee 
aminimum standard of living related to Rowntree’s human 
needs scale’. However, careful reading of the Beveridge 
proposals shows a minimum income level which was below 
the 1936 Rowntree standard. The rate proposed by ~ 
Beveridge for a single man and woman was 55 per cent — 
“ 
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and 66 per cent respectively of Rowntree’s human needs 
scale. The rates for single pensioners ranged from 75 per 
cent to 91 per cent of the Rowntree rates for a single man 
and a single woman to 95 per cent for a married couple. 
Beveridge’s calculations for children were substantially 
more generous than Rowntree’s, although, as we shall see, 
it is questionable whether Beveridge’s relativities were. 
correct. Beveridge’s minimum income level for a family 
with one child was only 86 per cent of the Rowntree scale, 
but for families with more than three children the Bev- 
eridge scale was more generous. 

When Beveridge’s report was published at the end of 
1942 it was greeted with immense enthusiasm.'” One is _ 
left wondering, however, whether there would have been 
such acclaim if the unsuspecting public had been aware 
of just how much less generous was the proposal! for a 
ninimum income level in the post-war world — or had it 
deen aware that wartime inflation would not be taken 
into account fully when computing the revised benefit 
levels. Beveridge’s calculations were all based on 1938 
prices. The cost of living rose by 73 per cent during the 
decade before the 1948 National Assistance Act was 
brought into operation, yet the minimum income scales 
were revised by only 56 per cent. 

In Chapter 4 we shall look in detail at how the Beveridge 
Plan was pared down. Here it is important to note that 
not only did the Attlee Government fail to compensate - 
fully for wartime price rises (thereby cutting in real terms 
the Beveridge-proposed minimum income levels) but also 
took the opportunity to make further revisions which 
counted against households with children. Beveridge set 
the rate for children at 58 per cent of the single person’s 
rate. This relativity was not maintained in the National 
Assistance Board’s scale rates for 1948. Although the 
benefits for children were age-related, their average value 
was less than 44 per cent of the single person’s rate. A 
child had to be aged over sixteen for the relative value of ; 
_ its benefit to be greater than that advocated by Beveridge — 
- 
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in his flat rate proposal. These cuts in the scale rates for 
children were made even though there was growing 
evidence at the time when Rowntree and Beveridge under- 
took their calculations that they had underestimated the 
relative needs of children.?8 

These miscalculations had two serious consequences. 
First, as the relative needs of children to adults were, and 
still are, underestimated, the poverty-line income for 
households with children is similarly affected, with the 
result that fewer families are classified as poor than is in 
fact the case. This is an important point to keep in mind 
when looking at the official figures on the numbers of poor 
as we do ina moment. More importantly, however, these 
calculations have reduced the relative income of poor 
families compared to other low-income households. The 
effect of this has been to make poverty that much more 
acute for families with children. Their increased depri- 
vation is illustrated by two sets of information. The first 
set of evidence comes from official surveys on the relative 
living standards of households on supplementary benefit. 
The second source of data comes from nutritionists. 

The official survey on the sick and disabled (in 1972) 
and unemployed beneficiaries (in 1974) examined whether 
claimants had clothing which had brought their stocks up 
to the minimum level. Both surveys showed that house- 
holds with children were less likely to own clothing stocks 
equal to the minimum rates. Forty-three per cent of single 
sick/disabled claimants without children had stocks of 
clothing less than the recommended level but this rose to 
61 per cent of claimants with two or more children. The 
equivalent figures for unemployed claimants were 49 per 
cent and 76 per cent respectively. The surveys also re- 
ported on claimants who had fallen into debt since being 
on benefit. Again, there was a close correlation between 
borrowing and the presence of children in the household. 
The surveys also showed that the additional cash from 
borrowing was spent on food, clothing, heating and 
housing costs. 
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It is instructive to read these passages in conjunction 
with Rowntree’s 1936 definition of poverty. Indeed, com- 
menting on these findings the Supplementary Benefits 
Commission observed that ‘The evidence presented ... 
regarding the standards of living of supplementary benefit 
recipients strongly suggests that the supplementary benefit 
scheme provides, particularly for families with children, _ 
incomes that are barely adequate to meet their needs at 
a level that is consistent with the normal participation 
in the life of a relatively wealthy society in which they 
live.?!9 

The second set of evidence about the adequacy of the 
children’s rates in supplementary benefit is provided by 
nutritionists. Caroline Walker and Michael Church used 
1975 National Food Survey data to examine the food 

yurchases of different socio-economic groups. The total 

nergy value of the food consumed and its monetary value 

vere then used to calculate the number of calories obtained 

per penny. On the basis of this work, Walker and Church 

were able to challenge one very widespread belief about 

the consumption pattern of the poor. They suggested that 

4 their results showed that ‘low income groups and large 
es families tend to buy more efficiently than high income — 

groups and small families.’ Their second finding was based 
: on spending the whole of the supplementary benefit allow- . 

os arice (for a five- to ten-year-old) on food, which again 

showed ‘that the present supplementary benefit allowance 

. is inadequate to cover the food needs of the largest 

eight- to ten-year-olds, even with the most efficient pur- 
chasing pattern.” And the authors added: ‘since the re- | 
quirements of many five- to ten-year-olds fall within the — 
adult range, is it reasonable to pitch their allowance at only | 
33 per cent of an adult’s??2° | 
The extent to which we underestimate the needs of © 
children can be seen if we draw on any of the budgetary 
studies which have been undertaken since the end of the — 
last century in Europe and the United States. These show ~ 
that the cost of raising a child becomes equal to that of 


living as an adult at around the age of fourteen or fifteen. 
From then on, the needs of teenage children are seen to 
be greater than those of a single adult. This is not just 
because of the pressure of teenage culture. Dietary studies 
in the USA have shown that the cost of feeding a thirteen- 
to fifteen-year-old male teenager is 106 per cent of the adult 
rate, rising to 125 per cent for a male teenager between 
sixteen and nineteen. But it is when the total needs of 
children are taken into account, covering their clothing, 
personal care and recreation, as well as food, that one sees 
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the full costs of maintaining dependants. The recent 
estimates given by the Community Council of Greater 
New York show that the relative costs of a child under 
one year old are put at a fraction under 33 per cent of the 
adult rate but this rises to almost 93 per cent for a 
twelve- to fifteen-year-old child and to over Ir2 per cent 
for a sixteen- to nineteen-year-old teenager. In com- 
parison, the supplementary benefit minimum income | 
levels are 63 per cent for a thirteen- to fifteen-year-old 
rising to only 77 per cent for a sixteen- to seventeen- | 
year-old teenager. If the children’s rates are measured 
against the single adult householder’s allowance, the | 
relativities are lower still, at 51 per cent and 61 per cent 
respectively. : 


Today’s poverty 


Circumstances have greatly changed since Booth coined 
the phrase ‘the poverty line’ over ninety years ago. But 
the poverty scales developed by Rowntree were adjusted 
by him to take account of rising living standards, and his 
1936 scales were used by Beveridge in formulating what 
became in 1948 the National Assistance poverty line. Since 
then the scale rates have regularly been revised. The latest 
revisions are for November 1980. (See Table 4.) 


Table 4 Supplementary benefit rates, November 1980 


Ordinary Long-term 
weekly rate weekly rate 
£ £ 
Husband and wife 34°60 43°45 
Person living alone 21°30 27°15 
Non-householder: 
aged 18 and over 17-05 21-70 
aged 16-17 13-10 16°65 
Any other person: 
aged 11-15 10°90 10-90 
aged 5-10 7°30 7°30 


Source: DHSS. 


These benefit levels are called scale rates and from them 
it is possible to work out the poverty line or minimum 
income for households of different sizes. Everybody is 
eligible for supplementary benefit providing they are not 
in work and their total income from all sources is below 
their supplementary benefit entitlement. Claimants: 
usually have their rent paid in full and their final income 
depends on whether they qualify for the ordinary weekly 
scale or the long-term scale rate. All pensioners drawing 
benefit qualify immediately for the long-term rate, whereas 
people below retirement age will qualify if they have been’ 
on benefit for one year and are not required to register 
for work. The exception to this rule is the unemployed, 
who are required to register for work and consequently 
have been consistently denied the long-term rate. So im-_ 
mediately we see there is not one poverty line in Britain, 
but two, and the gap between these rates has widened 
steadily since a difference was made in the rates in 1973, 
when the long-term rate was pitched at 10 per cent above 
the ordinary rate for a married couple. For a family with 
no children, the gap between the long-term and ordinary 
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scale rate poverty line is now £8.85 a week or 26 per cent 
more than the ordinary rate. 

For an unemployed man with a wife and two children, 
both under ten, paying the average rent of £7.40, the 
supplementary benefit allowance — or poverty-line income 
— is currently £56.60. In individual day-to-day terms it 
means that a married couple must cover ‘all normal needs 
that can be foreseen, including food, fuel, light, the normal 
repair and replacement of clothing, household sundries 
(but not major items of bedding and furniture) and pro- 
vision for amenities such as newspapers, entertainments 
and television licences’ from an allowance of around £4.94 
a day (after the rent has been paid) and are expected to 
keep their youngest child on £1.04 a day.” 


Conclusion 


The two pioneering studies of poverty in this country were 
carried out by Charles Booth and Seebohm Rowntree, and 
both defined poverty in relative terms. Beveridge then used 
the 1936 Rowntree standard for calculating the benefit 
rates for the new welfare state after the end of the war. 
But both Rowntree and Beveridge underestimated the 
relative costs of children and this has had two effects. First, 
as poor households with children receive relatively less 
income,than do other childless people dependent on a 
poverty-line income from the state, the poverty of families 
with children is that much more severe. Second, this 
miscalculation has simultaneously minimized the official 
numbers of families in poverty; this needs to be borne in 
mind when we look, in the following chapter, at the official 
data on the numbers of poor. 


Be bhe Poor 


This chapter looks in a little more detail at the numbers 
and the people who are most likely to be poor today. People 
are poor in Britain in the 1980s not in terms of the original 
Rowntree definition of poverty, but in the sense that their 
incomes are too low in comparison with the living stan- 
dards enjoyed by most of the population. The examination 
of the main groups in poverty, which takes up the first 
vart of the chapter, pays special attention to the inadequate 
overage and value of what are called national insurance 

senefits (such as unemployment benefit and old age pen- 
sions which are given free of means testing) which result 
in people being made dependent upon the safety net of 
means-tested supplementary benefits in order to bring 
their income up to the official poverty line. The second 
half of the chapter will be concerned with a critical 
examination of the view that the increase in the numbers _ 
of poor over the past thirty years can be explained by the 
use today of a relatively more generous definition of 
poverty compared to the one in use in 1948 when the 
National Assistance scheme came into existence. 


Taking the supplementary benefit scale rates as our 
- definition of poverty, what does this tell us about the 
mbers of poor in post-war Britain?! Even though the 
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Poor Law shall cease to have effect,’ the establishment of 
the post-war welfare state did not abolish poverty. Table 
§ sets out the number of households drawing national 
assistance or, aS it was renamed in 1966, supplementary 
benefit, for selected years since 1948. 

The broad picture which emerges from this table is as 
follows. The number of households dependent on supple- 
mentary benefit has risen from a little over a million in 
1948 to around 3 million in 1979. These figures do not 
measure the total number of persons whose living stan- 
dards are determined by supplementary benefit payments. 
If dependants are included with the number of claimants 
the total rises to around § million. 

While these figures are important for telling us the main 
groups in poverty they do not effectively illustrate the 
changing composition of the poor in the post-war period. 
For example, if we look at the number of households 
dependent on supplementary benefits in the post-war 
world we find that 63 per cent of them in 1948 were 
retirement pensioners. Thirty years later this proportion 
had dropped only three percentage points to 60 per cent. 
However, a totally different picture emerges if we look at 
the numbers dependent upon supplementary benefit 
rather than just the number of heads of households claim- 
ing benefit. In 1955 retirement pensioners and their de- 
pendants made up 61 per cent of persons dependent on 
national assistance payments. By 1978 this proportion had 
fallen to 44 per cent. In other words, if we take into account 
the number of dependants in households dependent on 
supplementary benefits we find that while only 39 per cent 


of the poor were below retirement age in 1955, their 


numbers have increased relatively faster than poor pen- 
sioners, so that today the poor under pensionable age _ 
account for 56 per cent of people dependent on supple- 
mentary benefits. A large part of this increase can be 
accounted for by the numbers of poor children, up from 


309,000 to 1,048,000 in 1978 — an increase of a little over 


62 per cent in the years since 1955. And this change in 


Table 5 Numbers receiving supplementary benefit \. on November each year), selected years from 
1948 (Grear Britain) 


I a a a 


1948 195% 1961 1971 1974 1975 1976 1977 1978 1979 


All supplementary benefits IOII £462 1844 2909 2680 2793 2940 2991 2932 2850 
All supplementary pensions 1919 1807 1679 1687 1738 1739 1720 
Retirement pensioners and National 
Insurance widows aged 60 and over 495 767 1075 1816 1712 1586 1592 1636 1631 1630 
Others 143 202 220 103 96 94 95 102 107 97 
All Supplementary allowances 990 872 1113 1253 1253 1195 1130 
Unemployed 
with contrib. benefit 19 33 45 129 73 135 654 128 93 80 
without contrib. benefit 34 33 86 258 223 406 430 543 505 486 
Sick and disabled 
with contrib. benefit SOmer2t eig4ie 146 95" ©77_ 74) = 71 unos 
without contrib. benefit 64 98 133 59 165 165 169 158 156 155 
NI widows under 60. StmrSO) 65S 65m nde) 630) 8 28 9 220229 
Other one-parent families 32 41 «976 «2213 245 +4276 303 309 322 306 


Others 63) See 8 et 8 204 24 25 22 OM 2 
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the face of poverty has occurred despite the fact that the 
measuring rod of poverty — the supplementary benefit rates 
~— does, as we saw in the last chapter, underestimate the 
number of poor families with children. 

The table gives us most of the main groups in poverty, 
but as Steve Winyard reminds us, it is important to make 
a distinction between the characteristics of the poor and 
the causes of poverty.? The reason why people are poor 
is either that they are unable to earn an adequate income, 
or that the welfare state fails to provide them with adequate 
resources when they are unable to work. It is important 
to look at each of these groups in a little more detail, for 
a rebuilt welfare state (see Chapter 11) will need to cater 
for the income needs of each of the main groups in poverty. 


Groups in poverty 


(t) The unemployed 


In 1955 the average number of unemployed was around 
180,000. Ten years later the average yearly number of 
people out of work stood at 306,000. From then on the 
upward climb in the jobless total quickened, the numbers 
out of work at the peak of each recovery being much higher 
than at the same point in the previous cycle. An average - 
of 574,000 were without jobs in 1970 rising to 807,000 two 
years later. By 1975, in the wake of the oil price rises and 
_ the resulting world depression, the number of jobless 
jumped to over a million and by 1980 the monthly total oe 
exceeded 2 million. Pes 
Horrendous as the total is, it underestimates the number ° 


Ps 


count of those workers registering for work, but we know? 
that many of those who are unemployed but not eligi! 
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Likewise, an unemployed person is only eligible for 
supplementary benefit if his or her income is below the 
supplementary benefit level after taking into account other 
household income including the spouse’s. The latest 
figures from the General Household Survey (GHS) 
suggest that about 300,000 to 350,000 people are un- 
employed, would like to work, but are not on the register. 
These totals are a snapshot of the unemployed. They 
tell us about the numbers without work but say nothing 
of the length of time a person has been on the dole. An 
examination of the duration of unemployment shows that 
long-term unemployment is heavily concentrated amongst 
older workers. While there are large numbers of young 
people looking for work, few of them have been un- 
employed for long periods of time: 34:2 per cent of workers 
aged up to twenty years had been unemployed for 
over a month but less than three months, compared with 
5-8 per cent of the same age group who had been un- 
employed for over a year. At the other end of the age scale, 
only 11-6 per cent of workers aged sixty to sixty-five had 
4 been unemployed for over a month but less than three 
months, compared to 55-7 per cent of those unemployed 

tal for over a year.? 
pic, Another way of looking at the burden of unemployment 


oan on different age groups is to study the median duration 
ep aa of unemployment. In January 1980, on average male 
Poe ; workers had been unemployed for twenty-one weeks com- 
7 Sn 

ae 


_ pared with seventeen weeks for women workers. However, 
for male workers under eighteen the average duration of 
unemployment was eight weeks rising to twelve weeks for 
those aged between eighteen and nineteen, to fourteen 
weeks for those aged between twenty and twenty-four 
years. On the other hand, unemployed workers aged ] 
between fifty and fifty-four had been on the register on 
average for thirty-five weeks, rising to forty-two weeks — 

_ for those aged between fifty-five and fifty-nine and top- - 

_ ping fifty-one weeks for those aged sixty to sixty-four. A i 
similar pattern is found in the median duration of women — 
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workers. Young unemployed women workers aged under 
eighteen had been without jobs on average for eight weeks, 
rising to thirteen weeks for those aged between eighteen 
and nineteen, rising still further to sixteen weeks for those 
aged between twenty and twenty-four. For women un- 
employed workers aged between forty-five and forty-nine, 
their median duration of unemployment in January 1980 
was twenty-three weeks, rising to thirty-one weeks for 
those aged fifty to fifty-four and topping forty-four weeks 
for those aged between fifty-five and fifty-nine. 

Lower paid groups of workers are also more likely to 
experience repeated spells of unemployment. A recent 
GHS reports 4 per cent of professional workers, employ- 
ers and managers as being unemployed during the previous 
twelve months compared with 15 per cent of the semi- 
skilled and unskilled workers. Moreover, while none of the 
former groups reported experiencing two or more spells 
of unemployment during this time scale, 3 per cent of the 
semi-skilled and unskilled manual workers had been so * 
affected.* 

Because low-paid workers are more likely to suffer 
unemployment more often, and for longer durations than 
other groups of workers, they are as a result more likely 
to exhaust their rights to unemployment benefit and 
become solely dependent on supplementary benefit. One 
of the trends in the post-war period has been the almost 
continual decline of unemployed workers being dependent 
exclusively on their national insurance unemployment 
benefit. This has been matched with an almost steady rise 
in the numbers of unemployed receiving supplementary 
benefits. 

This growing tide of poverty is compounded by the 
numbers of unemployed who are drawing no benefit at 
all. In November 1978, of the total 1,331,000 registered — 
unemployed persons, 280,000 were registered for work but 
on the day of the count were receiving no benefit at al 
a jump from 254,000 in May of that year.* Only part 

this total will gain benefit once their claim has bee 
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processed, and the non-claiming of benefit by some un- 
employed who are eligible to benefit must be largely 
responsible for the numbers of unemployed who are shown 
to be living below the supplementary benefit poverty line 
in the FES data. In 1974, 40,000 unemployed claimants 
together with 50,000 dependants were shown to be living 
on incomes below the supplementary benefit poverty line. 
Each year since 1974 has shown a steady increase in this 
total which stood at 150,000 unemployed claimants, to- 
gether with 140,000 dependants, in 1977. 


(11) The old 


All the post-war poverty studies on the elderly have agreed 
on two findings. First, large numbers of people become 
poor as soon as they are old. Second, a significant pro- 
portion of old people are found to be living below the 
official poverty line. The extent of poverty amongst today’s 
pensioners can be seen by looking at the numbers 
dependent upon means-tested assistance. At the present 
time there are 9:5 million pensioners of which a fraction 
over 2 million draw a weekly means-tested supplement in 
the form of a supplementary pension. As we shall see in 
the next chapter, Beveridge’s original plan was to phase 
in adequate old-age pensions in the period up to 1956. 
Although more adequate pensions were paid in the earlier 
part of the post-war period than was originally set out in 
Beveridge’s plan, the proportion drawing national assis- 
tance/supplementary benefit has been substantial although 
it has begun to fall over the past few years, 

Depressing as these figures are, they underestimate the 
numbers of poor pensioners. The year 1972 witnessed the 
introduction of a national rent rebate scheme and in 1974/6 
there was a deliberate policy of persuading pensioners — 
drawing supplementary benefits to claim a rent rebate if 
this increased their total income. As a result, 90,000 
pensioners were transferred to the rebate scheme, although — 
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it is now clear, with the changing eligibility for both 
schemes, that many of these pensioners would be better 
off reclaiming a supplementary pension. The immediate 
effect of the transfer was, however, to decrease the numbers 
and proportion of pensioners appearing in the supple- 
mentary benefit poverty figures. 

There is a second reason why the numbers claiming. 
supplementary pension are an inadequate gauge of the 
numbers of poor pensioners for it tells us nothing of those 
who are eligible but not claiming additional help. The most 
up-to-date information on pensioners with incomes below 
the supplementary benefit poverty line again comes from 
the FES data. These show 550,000 pensioners living on a 
incomes below the official poverty line in 1974, rising to ~ 
740,000 in 1977. 


(11) Single-parent families “% 


The Finer Report commented that three factors stand out — 
in considering the present financial provisions in relation 
to the needs of one-parent families. They are the low level — 
of income among working one-parent families compared _ 
with two-parent families, the lack of any worthwhile gain - 
by combining part-time work with supplementary benefit 
payments, and the inadequacies and uncertainties of main- 
tenance from an ex-spouse as a source of income. Single- 
parent families and the unemployed are the fastest growing — 
groups in poverty. Between 1971 and 1976 the estimated 
number of one-parent families rose from 570,000 to three- 
quarters of a million, an increase of 32 per cent. Since then 
the numbers have continued to grow and it has been 


‘in the numbers of divorced lone mothers.’ 
In 1976 about 300,000 single parents relied on earn 
their main source of income, and of these 70,000 

ee 
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fathers. A recent study by the government shows working 
single-parent mothers to be at a double disadvantage. Not 
only are women generally low-paid but those single parents 
who were working earned even lower pay than other female 
workers. The study was of single-parent families drawing 
the Family Income Supplement (FIS), and as FIS is paid 
only to those on low wages, inevitably the sample was 
weighted to those on lower earnings. The survey found 
that the majority of FIS mothers were employed in three 
major industrial groups: miscellaneous services, distribu- 
tive trades, and professional and scientific services — groups 
which employ large numbers of low-paid male and female 
workers. Most of the sample were engaged in traditionally 
female occupations of clerical, service or sales work. 
“Average gross weekly earnings were £18.02 which com- 
pared with £26.04 for all full-time female workers at April 
1974. Average hourly earnings for FIS mothers were 50.2p 
compared with 70.6p for all female workers.’® When asked 

eir attitudes to their present job, low wages were cited 

the main cause for dissatisfaction although four out of 

: of all FIS mothers said they would still prefer to work 

in stay at home. 

Low income is compounded by additional living costs. 
for example, a survey carried out by what was then the 
City of Coventry’s Children’s Department showed single- 
parent families having three additional costs to meet. While 
it costs as much to run a home in terms of heating, lighting, 
- cooking and mortgage for two parents as one parent, single- 
parent families have the additional costs of paying for 
household chores and, if working, the extra costs of pre- 
pared foods, as well as meeting child-minding bills. As 
one single-parent family observed, ‘despite this lower 
income [compared to two-parent families] these families 
still have many of the expenses of two-parent families, and 
some additional ones.’? 4 
Not surprisingly, therefore, large numbers find them- 
selves dependent on supplementary benefit. In November 
1978 there were 339,000 single-parent families living 
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supplementary benefit. This figure is 4 per cent higher 
than the previous year, whereas the number of two-parent 
families on supplementary benefit had fallen by 13 per 
cent to 196,000. Of the single parents, 324,000 were 
women and 15,000 men. Among the women there were 
113,000 separated wives, 109,000 divorced women, 87,000 
single mothers, 11,000 widows and 4000 prisoners’ 
wives.!° 

The FES data suggest that the single-parent families are 
more likely to claim supplementary benefit than other 
groups of claimants, hence fewer were found to be among | 
the very poorest. In 1974 it was estimated that about 20,000 ; 
single-parent families responsible for 50,000 children were 
living on incomes below the supplementary benefit poverty ; 
line. This total rose to 50,000 and 100,000 respectively a 
year later. In 1977, the total fell very slightly to 40,000 
single-parent families together with 70,000 children living 
on incomes below the official poverty line. 


(iv) Sick and disabled 


Sickness, like unemployment, is a significant cause of 
poverty. Those on low incomes at work are least likely to 
have adequate resources to fall back on in periods when 
their earnings are interrupted. And yet the incidence of 
chronic sickness is much higher among the unskilled than 
among professionals. For example, unskilled men are three 
times as likely as professional men to report chronic 
sickness." 

Given that social classes 4 and 5 have more days off 
because of sickness than other groups, does the system of 


example, that manual workers are far less likely to be 
covered by sick-pay schemes than non-manual worke 
Moreover, while there has been an improvement 1 
coverage over the years since 1971, large numbers + 
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workers in manual occupations are still outside the scope 
of an occupational or sick-pay scheme. 

Whereas for some people sickness ends with the restora- 
tion of full health, for others it results in long-term impair- 
ment or handicap. Official government surveys have 
classified people as impaired if they lack all or part of a 
limb or have a defective organ or mechanism of the body. 
Handicapped people were classified as those among the 
impaired group who have difficulty in carrying out one 
or more of the activities associated with self-care. 

‘A national survey carried out in 1968/9 by Amelia 
Harris and her colleagues found that there were just over 
three million impaired people aged sixteen and over living 
in private housing, including 1,128,000 who were very 
severely, severely or appreciably handicapped as far as self- 
care was concerned. These estimates have recently been 
brought up to date by Peter Townsend who added to the 
total 150,000 severely handicapped children aged under 
sixteen.’ 

The Harris survey also looked at the income of disabled 
persons and reported that between 35 and 4o per cent of 
disabled people surveyed were dependent on supple- 
mentary benefit. It also found that the disabled were, on 
the whole, poorer than the rest of the community, often 
housed inadequately, and restricted in their education and 
employment opportunities.3 

A follow-up survey on the incomes of the disabled 
reported in the following terms: ‘The best estimates of the 
numbers entitled to unclaimed supplementary benefit and 
unwilling to claim their entitlement, based on the results 
of this study, lie in the range of 50,000 to 70,000.”!* This 
estimate was strongly disputed by the Disability Alliance 
who claimed that the figure of 70,000 was a rock-bottom 
estimate of the numbers living below supplementary 
benefit and the true figure was likely to be twice as high.*5 

If the Alliance’s estimate is correct it would appear that 
the figures from the FES data may well underestimate by 
a considerable amount the numbers of disabled people 


living below the supplementary benefit poverty line. The 
FES grouped together those who have been sick or 
disabled for more than three months and showed that in 
1974 20,000 families, covering 60,000 persons where the 
head of the household was sick or disabled, were living 
below the supplementary benefit level. This total stood 
at 40,000 and 70,000 respectively by 1977. 

As a result of the introduction of the invalidity benefit 
scheme in 1971, the numbers of sick and disabled 
dependent on supplementary benefit have fallen. Never- 
theless, there were still 223,000 on supplementary benefit 
in 1978, the majority of whom were not in receipt of 
invalidity benefit because they did not meet the contribu- 
tion conditions. The non-contributory invalidity pension, 
introduced in 1975, has had virtually no impact on the 
numbers of non-insured sick and disabled on supple- 
mentary benefit. This is because it is paid at only 60 per + 
cent of the contributory rate. 
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(vw) Low paid 


It is also important to look at those groups who are in 
poverty, but who, because they are unable to claim — 
supplementary benefit, do not appear in the table. One 
such group is the low paid, who are usually defined as those 
earning less than two-thirds of average earnings. Taking 
this cut-off point, and using the New Earnings Survey 
data, and including only those working a full week, the 
following picture of low pay emerges. In 1970, 4°I million 
workers earned less than two-thirds of average earnings 
even when their overtime pay is included. By 1979 this 
total stood at 3:2 million. Data excluding overtime 
earnings does not exist for the early years of the 1970s but, — 
by 1979, if overtime earnings are excluded, the numbers ~ 
earning less than two-thirds of average earnings rises to 
3°7 million. {<2 
Low pay is heavily concentrated amongst women m4 
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workers and in certain industries. For every low-paid man 
there are two low-paid women workers, and if overtime 
is included then the ratio rises to three to one. Further- 
more, although many workers find themselves low-paid 
either at the beginning or at the end of their working lives 
— or both — low pay is basically a structural problem. It 
is heavily concentrated in certain industries paying low 
wages regardless of the age, sex or race of the wage earner. 

Taking a wage of £60 a week or less as a definition of 
low pay in 1979,'° we see that 29 per cent of male workers 
in agriculture were earning less than this sum, as were 22 
per cent of the distributive trades, 23 per cent in insurance 
and banking, 28 per cent in professional and scientific 
services, 26 per cent in miscellaneous services and 20 per 
cent in public administration. Given that there are many 
more low-paid women workers than their male counter- 
parts, the roll call of industries employing low-paid women 
workers is obviously much longer. Again in 1979, 72 per 
cent of manual women workers in textiles were earning 
£60 a week or less, as were 77 per cent in clothing and 
footwear, 60 per cent in bricks, pottery and glass manu- 
facture, 65 per cent in other manufacturing, 80 per cent 
in distributive trades, 83 per cent in professional and 
scientific services and 80 per cent in miscellaneous services. 

The low paid make up the largest group below retire- 
ment age shown to be living on incomes below the supple- 
5 mentary benefit poverty line. In 1977, 230,000 households 
- covering 640,000 individuals were so placed, a total which 
has risen by 75 per cent since 1974.?” 
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(vi) Single women with aged dependants 


The second group, most of whom do not appear in the 
supplementary benefit statistics, are single women with 
aged dependants. There is no exact record of the number 
of persons who have to give up work in order to care for 
an elderly relative at home, although some idea of the 
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numbers can be gained from the 1966 Census. This shows 
that there were some 309,000 households comprising 
unmarried daughters with one or more parents of pension- 
able age, of whom 57,000 daughters were not economically 
active and a further 7,000 were out of work. More recently, 
the National Council for the Single Woman and her 
Dependants has suggested that “There may be some 
300,000 single women in this country who have taken upon 
themselves the task of caring for an elderly relative at home. 
Usually those relatives are one or both parents, but some- 
times they stretch as far as uncles or aunts.”!® 

The most important consequence of giving up work to 
care for an aged relative is a drop in income, although there 
are a number of important social costs as well. A pilot 
survey carried out by the National Council in 1970 showed 
that of a group of eighty-five single women from its 
membership who had to give up work, only 4 per cent were 
financially better off. The majority suffered an appreci- 
able drop in income: for 22 per cent this was up to £5 
a week, for 28 per cent it was between £5 and £10 a week, 
and for 22 per cent the drop in income amounted to 
between £10 and £15 a week.’® The invalid care allowance 
introduced in 1975 had little impact on the poverty 
described in this survey, for the benefit sets an income 
below the supplementary benefit level. 


(vit) Poor in institutions 


The third group whose numbers are largely excluded from 
the Table 5 are the poor living in institutions. Mainly 
because of the work of Ann Shearer,?° the Royal Com- 
mission made estimates of the size of each of the four 
groups living in institutions who are likely to be poor. The 
first group concerns residents of old people’s homes, but 
many of these, while poor, will appear as supplementary 
benefit recipients in the table. The second group living 
in institutions and liable to be poor are long-stay mental 
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patients. In 1975 there were 106,428 long-stay patients in 
mental hospitals. A third group of poor people living in 
institutions are the residents in local authority hospitals 
for the mentally il! and mentally handicapped. In 1974 
there were 4190 long-stay patients below the age of sixty- 
five and 21,380 aged sixty-five and over. The final group 
of poor people in institutions are those long-stay residents 
of hostels and lodging houses. A total number of such 
residents stood at a little over 28,000 in 1972 and most 
of these were shown to be living on very low incomes.”! 


What total do these figures give us of the numbers of poor 
in Britain today? The number of households dependent 
on supplementary benefit has risen from around 1 million 
in 1948 to almost 3 million today. Within these households 


live around § million people. To this group we need to: 


add those who are living on incomes below the official 
definition of poverty — over 2 million in 1977. Yet even 
this total excludes those who are poor for part of the year 
but also have an annual income above the supplementary 
benefit level, as well as many of those living in institutions 
who never appear in the official statistics. 


Real increase in poverty 


Politicians have not been slow to argue that the increase 
in the numbers of poor is due toa more generous definition 
of poverty rather than an actual increase in the extent of 
poverty. For example, in the run-up to the 1970 General 
Election one minister was involved in a dispute about 
whether the poor had become relatively poorer during the 
period of the first two Wilson governments. The minister 
asserted that ‘the supplementary benefit scale rates have 
been raised every year since the government took office. 
They are now, in real terms, 18 per cent higher than the 
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1964 national assistance scale. One result has been to 
increase the numbers of people drawing benefit by 
600,000.’2? 

What was not in dispute was that supplementary benefits 
had risen in real terms — comparing their value at the time 
of each uprating. Indeed, in June 1959 a white paper 
entitled Improvements in National Assistance?> was pre- 
sented to Parliament which concluded that the government 
had been considering the position of those living on 
national assistance and had ‘reached the conclusion that 
the time has come when it is right to move to a higher 
standard, so giving them [the poor] a share in the increasing 
national prosperity.’ But the minister’s argument that the 
numbers of poor had increased due to changes in the scale 
rates is only valid if their relative, as opposed to their real, 
value has been increased. Has this in fact happened? 

We need, therefore, to consider a number of questions. 
In the first place we need to look at the extent to which 
the poor have always been protected against price in- 
creases. We then need to examine the extent to which the 
promise of giving the poor a fair share of the country’s 
prosperity has been borne out by the facts. And lastly, we 
need to examine the extent to which the relative value of 
benefits has changed and the extent to which any such 
changes can account for the increase in the numbers of 
poor in the post-war world. 

To what extent have the 1948 subsistence levels been 
revised to take account of increasing national prosperity? 
There is no doubt that if we take the period since 1948, 
the old national assistance scales (now the supplementary 
benefit rates) have risen faster than the rise in prices. From 
1948 up to November 1979 the retail prices index (ex- 
cluding housing costs) increased by 646-6 per cent. The 
increases in the scale rates over the same period of time 
are well over 1300 per cent. 

Long-term claimants have been eligible for a higher rate 
of supplementary benefit since 1966. Since then, and up 
to November 1979, the benefit levels for a single person 
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and a married couple on the long-term rates have risen 
by 426°7 per cent and 430°3 per cent respectively, while 
the retail prices index (again excluding housing costs) rose 
by 286°8 per cent. 

Thus the living standards of the poor have been more 
than protected against price increases if we take the period 
as a whole since 1948. However, the practice has always 
been to award increases to compensate for price rises 
suffered since the last increase. But to what extent have 
benefit increases, well in excess of inflation, amounted to 
a real increase in the living standards of the poor, and have 
these increases matched the promise given in 19§9 that 
the poor would have a fair share in the country’s increasing 
prosperity? Two studies are relevant to this question. 

The first piece of evidence comes from a major report 
from the National Institute of Economic and Social 

Xesearch. Its authors were aware of the difference in the 
alues of the supplementary benefit scale rates when 
treasured against gross and net earnings, and so they 
eworked the data on ‘an equivalent net income basis’. 
After doing so their results showed that ‘the relative living 
standards of the poor appeared to remain approximately 
constant between 1953/4 and 1971, at about 49 per cent 
of the median for the fifth percentile and about 58 per cent 
for the tenth percentile.’?* The study went on to report: 
‘this reflects the much sharper rise between 1953/4 and 
1971 in the direct tax burden of median households (4°3 
per cent of the gross income to 14°8 per cent) than for poor 


_ households (1-8 per cent to 3:2 per cent).’ In their final 


comments the National Institute researchers observed: “it 
is perhaps best to conclude that the evidence points to 
neither a significant deterioration nor an improvement in 
the relative income to the poor over this period.’ 

The Royal Commission undertook a similar analysis, 
which was reported in its Lower Incomes reference. It con- 
cluded that the rise in the living standards of the poor was 
due to a general rise in prosperity rather than to making the 
definition of poverty more generous. Taking 1961 as its 
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bench mark, and measuring the period up to 1974/5, the 
Commission found that the average real income of the 
lowest three-tenths of family units increased by roughly 
40 per cent, in line with the growth in the GNP of about 
38 per cent.?° 

The third question under consideration is the extent to 
which the increase in the numbers of poor in the post-war 
period is due to the use of a more generous relative 
definition of poverty. There are considerable difficulties 
in answering this question and part of the complication 
arises from the different supplementary benefit scale rates 
in use. Earlier we noted that pensioner households are 
awarded what is called the long-term scale rate 
immediately, while other claimants draw the ordinary scale 
rate for their first year on benefit, except for the un- 
employed who continue to draw the ordinary scale rate 
no matter how long they are dependent on supplementary 
benefit. Moreover, these different scale rates need to be 
measured against gross and net (i.e. after stoppages) 
average earnings. 

Once this is done three trends emerge. First, taking the 
ordinary scale rate and measuring it against gross average 
earnings of male manual workers, we find little change in 
the relative value of the national assistance/supplementary 
benefit rates over the period since 1948. For example, a 
married couple with two children drew a benefit of 39 per 
cent of gross average earnings in 1948 and one of 41-6 per 
cent in 1979. Even less change is to be found in the single 
person’s rate which stood at 17°6 per cent and 18°6 per 
cent in 1948 and 1979 respectively. But even here there 
is one exception to this general trend. A married couple 
with four children drew a benefit averaged at 48-3 per 
cent in 1948 whereas an identical family’s benefit was 
valued at 54:3 per cent of gross average earnings in 1979. 
These figures, however, disguise the small, butnevertheless 
important relative decline which has occurred since 1965, 
when again a married couple with four children drew a 
benefit averaged at 55-9 per cent of gross average earnings. 
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A second trend is apparent when the ordinary scale rate 
is measured against net earnings: here we see a relative 
improvement for all types of claimants. For a single person, 
the poverty-line benefit paid in 1948 was valued at 22-9 
per cent of male manual average net earnings. By 1979 this 


had risen to 29:2 per cent. Yet most of the improvements | 


occurred in 1965 when the benefit rose from a -value of 
26°§ per cent in the previous year to 294 per cent. 
Moreover, the ordinary scale rate benefits paid to most 
claimants reached their highest relative level in 1977 and 
have declined since then. The only exception to this trend 
is for households with two and four children where the 
relative value of benefits in 1979 was at a comparable level 
to that reached in 1965. 

A third trend emerges on the long-term scale rates. 
These show a small improvement in the years since 1966 
(when they were first introduced) when measured against 
3ross earnings. For example; a married couple drew a bene- 
jt valued at 34°8 per cent of a gross average male manual 
worker’s in 1969 and this had risen to 38-2 per cent by 
1979. However, the biggest improvements occur when the 
benefit is measured against net earnings. There is a 6°7 
percentage points increase for benefits paid to a married 
couple, and an increase of 8-1 percentage points to a house- 
hold with four children. 

Given this information, is the increase in the numbers 
of poor determined by the use of a more generous definition 
of poverty? The table on page 48 shows a fairly steady 
rise in the numbers of poor during the post-war period. 
But we have just seen that the most important change of 
the relative benefit levels against net earnings occurred 
after 1965. Clearly, the overall increase in the numbers of 
poor from the early years of the post-war period cannot 
be explained away in this manner. Even during the more 
recent years there are some unexpected trends to be con- 
sidered. At the end of November 1973 there were 7,936,000 
pensioners. By the end of 1978 this total had risen to 
8,602,000. In the earlier year the number of supplementary 
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pensions as a percentage of retirement pensioners was 23:2 
per cent. If the same ratio had applied in November 1978 
there would have been 1,996,000 supplementary pensions 
in payment compared with the recorded number of 
1,720,000. And while it is true to say that the relative value 
of the retirement pension increased during this period — 
for a single person up from 26-1 per cent to 30-2 per cent 
— this increase was less than that recorded for the long-term 
rate of supplementary benefit which is automatically paid 
to all pensioners. Whereas the relative value of the retire- 
ment pension increased by 15°7 per cent in the period from 
1973 to 1978, a 19 per cent increase is recorded in the 
relative value of the supplementary benefit pensioners 
measured against average net earnings. If relative increases 
in supplementary benefit rates are a cause of an increasing 
number of persons claiming supplementary benefit then 
one would have expected a swelling rather than a decrease 
in the total of pensioners drawing supplementary benefit 
since 1973. Even the transference of pensioner households 
to rent and rate rebates does not account fully for the 
decline in the number of claims for supplementary 
pensions.?® 

A further breakdown of the numbers claiming supple- 
mentary benefit in the period since 1973 shows that by 
far and away the biggest increase occurred among the 
unemployed. Various factors account for this increase, the 
most obvious possibilities being an increase in the numbers 
of unemployed, a change in the composition of the un- 
employed and an increase in the supplementary benefit 
rates relative to unemployment benefit rates. Throughout 
the period the flat-rate unemployment benefit was slightly 
above the short-term supplementary benefit level for a 
single person and a married couple, although this would 
not have been the case for most families with children. A 
further breakdown of the unemployed on supplementary 
benefit between those receiving a contributory benefit as 
well as those without a contributory benefit sheds some 
further light on the increase. In January 1974 the numbers 


tion of unearned income, most people become poor when — 
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of unemployed eligible for national insurance unemploy- 
ment benefit stood at 71,000 rising to 108,000 in November | 
1978, while the numbers of unemployed ineligible for 
unemployment benefit rose from 229,000 to 593,000. Over 
this period, and even more so since the end of 1978, the 
numbers of school leavers who, by definition, have no 
national insurance contributions giving them a right to 
unemployment pay, as well as the numbers of unemployed 
who have exhausted their right to employment pay after 
being without a job for a year, increased as a proportion 
of the total unemployed. The increase in the numbers of 
unemployed receiving supplementary benefit over recent 
years is therefore almost certainly explained by the increase 
in the level of unemployment. 


6 . 
Sonclusion 


The numbers of poor have grown steadily during the post- 
war years although this has been a period of increasing 
prosperity. In 1948, 1 million households were drawing 
a minimum income from the state and today this total has 
risen to almost 3 million. If the number of people in these 
households is considered together with those living on 
incomes below the supplementary benefit poverty line, the 
total number of poor rises to 7 million and to a greater 
and greater extent poverty is to be found among families 
with children. Moreover, as we have seen, this increase 
in post-war poverty cannot be explained by the use of a 
more generous definition of poverty. Much more 
important reasons in accounting for the surging total of 
poor are demographic changes — the significant rise in the 
number of one-parent families, and the growing industrial 
collapse — which have resulted in an ever-increasing army 
of the unemployed. Given the highly inequitable distribu- 
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they are unable to work and some even earn their poverty. 
Because of age, sickness and family commitments, large 
numbers of people are unable to work, while others — such 
as the unemployed — are forced to be idle. Many of these 
groups are poor because of the failure of the traditional 
welfare state to provide an adequate income. What went 
wrong with the first attempt to establish a decent minimum 
income for everybody is the theme of the next chapter. 


4. What Went Wrong? 


The Beveridge proposals, which were greeted with a blaze 
of publicity and widespread public acclaim, appeared at 
the end of 1942. The main purpose of the plan was to 
abolish poverty — or Want, as Beveridge called it — but, 
as we have seen in the last chapter, far from abolishing 
poverty, the numbers of poor have steadily increased in 
the post-war world. Why is this? 

To answer this question we will need to look in some 
detail at the introduction of the Beveridge scheme. The 
chapter begins by summarizing the findings of the inter- 
war poverty studies which formed a central backcloth to 
Beveridge’s proposals and then goes on to show that even 


in the early papers which Beveridge wrote, and which later 


formed the basis of his major report, his conception of the 
social welfare state was inadequate to abolish poverty. 
These ideas were then further modified both by political 
and by Treasury pressure prior to their publication in 
1942. There then followed three distinct phases in the 
public negotiations over the proposals, each of which led 
to major modifications of the scheme. Each modification 
itself meant that the proposals would be less effective in 
eradicating poverty. In the following chapter we shall then 
turn our discussion to a careful examination of the 
proposals Beveridge made for financing the social welfare 
state, and we shall see how regressive were the financial 
principles underlying the report and how these have been 
made even more regressive in the years following the 
publication of Social Insurance and Allied Services. 
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Poverty in the 1930s 


The pioneering researches of Booth and Rowntree were 
followed by a bevy of similar studies throughout the inter- 
war years. Like Rowntree’s research on the extent of 
poverty in York, these studies were by and large confined 
to university towns and, as the report from Political and 
Economic Planning (PEP) observed: ‘the results emerging 
about the extent of poverty were uniformly gloomy.”! 


Table 6 Incidence of poverty before the Second World War 


Survey Working-class households 
Families Children 
in poverty in poverty 
% *o 
London 1929 98 130 
Merseyside 1929-31 17°73 24'5 
Southampton 1931 213 30:0 
Sheffield 1933 15°4 26°9 
_ Miles Platting 1933 90 28:0 © 
Plymouth 1935 16°5 = 
York. 1936 3nI 430, 
Bristol 1937 10'7 21-4 
Birmingham (Kingstanding) 1939 140 31-0 


Source: Poverty: Ten Years After Beveridge, PEP, 1952, p. 24. — 


Except for Rowntree’s second survey.of York, the studies — 
adopted a roughly comparable definition of poverty. Their 
results showed that in many working-class districts almost — 


one third of the children would be living in poverty, and — 4 


the PEP study concluded: ‘Having three or more children — 
before the war in the working class was Practically 
sufficient to guarantee poverty.” 
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This finding on the link between children and poverty 
is an important one to remember when later we examine 
Beveridge’s proposals on family allowances. It is equally 
important to remember the dates when most of the surveys 

| were carried out. Over half of them were completed during 
the peak years of unemployment during the inter-war 
recession. When reviewing their findings Beveridge 
commented: 


from each of these [inter-war] social surveys the same 
broad result emerges. Of all the want shown by the 
| surveys, from three-quarters to five-sixths, according to 
i the precise standard chosen for want, was due to 
interruption or loss of earning power. Practically the 
whole of the remaining one-quarter to one-sixth was due 
to failure to relate earning to size of family.? 


Enter Beveridge 


; We shall return to this point later to show that Beveridge’s 
interpretation of the results of these studies was wrong (see 
oi p. 83), but in order not to break the chronological order 
‘ i of our discussion, we need to return to the middle of 1941 
ae when the government announced the setting up of a 
i committee which would merely review the various social 
; $ ; insurance schemes which were then in existence. Beve- 
ridge, who was appointed chairman, was working at this 

f time in the Ministry of Labour, and for reasons explained 
v by his biographer, José Harris, had got under the skin of 
7 Ernest Bevin, the Minister of Labour in the Coalition 
government. Bevin was lukewarm about establishing the 
committee, and only became enthusiastic when he saw it 

. asachance of ridding himself of Beveridge. At this time 
Beveridge was busy trying to complete his inquiry into the 
manpower of the armed services. Indeed, throughout the 
autumn of 1941 the Beveridge Committee, as it was called, 


What Went Wrong? 71 


met infrequently, and Beveridge did not fully turn his mind 
to the issue of transforming the welfare state (a move 
clearly way beyond what the government had intended) 
until the end of 1941. Between December of that year and 
February 1942 he drafted two papers for consideration by 
the other civil servants who comprised the committee. The 
main ideas of the Beveridge Report were contained in these 
first major submissions. 

At the beginning of Social Insurance and Allied Services 
Beveridge wrote: 


All the principal causes of interruption or loss of earn- 
ings are now the subject of schemes of social insurance. 
If, in spite of these schemes, so many persons un- 
employed or sick, or old or widowed are found without 
adequate income ... this means that the benefits amount 
to less than subsistence ... To prevent interruption or 
destruction of earning power from leading to want, it 
is necessary to improve the present schemes of social 
insurance in three directions: by extending the scope to 
cover persons now excluded, by extension of purposes 
to cover risks now excluded, and by raising the rate of 
benefit. 


Furthermore, ‘Abolition of want requires ... adjustment 
of incomes, in periods of earnings as well as in interruption 
of earnings, to family needs, that is to say, in one form 
or another it requires allowances for children.’* We can 
see, therefore, that Beveridge had a clear conception of how 
to prevent poverty in the post-war world, so what went 
wrong? 


First thoughts 


In his first major paper on the reform of social welfare 
Beveridge wrote that the success of the scheme was 
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dependent on the implementation of three other major , 
reforms. The first of these was the introduction of the 
National Health Service; the second, the payment of 
children’s allowances; while the third major policy was 
the maintenance of full employment (although Beveridge 
budgeted for an unemployment rate of 8-5 per cent). The 
Beveridge Scheme itself was built on a number of key 
principles, four of which are important to our discussion. 
These are that there should be a universal flat-rate benefit, 
that the benefit should itself be paid at an adequate 
ho subsistence level, that the range of benefits should cover 
all types of want and that benefits should be paid as long 
as want lasted. 

Beveridge’s preliminary papers for the committee show 
that in three very important respects the scheme failed to 
meet all the key principles Beveridge himself laid down. 
In respect of women, Beveridge failed to extend compre- 
hensive coverage; a similar failure occurred in meeting the 
needs of non-industrially disabled people; and in his treat- 
ment of the question of rent, Beveridge failed to design 
a scheme which gave adequate subsistence benefits. 

In respect to the rights of women, Jose Harris has 
observed that Beveridge was ‘determined to give each 
category of woman a foothold in socia! insurance’.* In his 
; first paper Beveridge considered the rights that should be 

i given to what he terms ‘unmarried wives’. In discussing this 
issue he wrote: “This problem involves acute differences 
of opinion and principle. The state has already gone so 
far in recognizing the marriage in relation without marriage 
... that it hardly seems possible to take the strict line ... 
that the unlawful marriage relation should not be 
recognized in the social security scheme at all.’® 

However, when Beveridge came down to listing the 
groups to be helped by his scheme he proposed five 
insurance coverages for women: 

1. Single women would contribute like men for a com- 

prehensive insurance coverage. 

2. Married women would be entitled to a special house- 
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wives’ policy based on the insurance record of their 
husbands. 

3. Employed married women would have the choice of 
relying on their husbands’ insurance record or con- 
tributing to the scheme themselves. 

4. Unmarried wives would be entitled to the coverage 
given to married women except that they would be 
denied a furnishing grant or a widows’ pension. 

5. Domestic spinsters - women working at home often 
caring for an aged relative — would be classified as 
as unoccupied person contributing solely in order to 
gain an old age pension. 

Once Beveridge opened up discussion on these proposals 
he ran into considerable opposition. On the one hand there 
were those women’s organizations, like the National 
Council of Women, who argued that the proposals did not 
go far enough, adding that married women should be paid 
housewives’ allowances like a wage for an ordinary job. 
Similarly, one of the members of the committee, Mary 
Agnes Hamilton, campaigned for more generous treatment 
for the domestic spinster. Beveridge was ‘dissatisfied’ with 
his proposals for this group and ‘assured Mrs Hamilton 
in March 1942 [that this group] ‘‘was very much in his 
mind’’’.’ 

On the other hand there were those who were for a strict 
adherence to the insurance principle, and it was argued 
that in some important respects the provision being 
proposed by Beveridge for women undermined the 
insurance nature of the scheme. Here it is important to 
recall just how fundamental this concept was to the whole 
Beveridge proposals, for later on (see Chapter 11) we shall 
need to untie this Gordian knot in making plans for 
reforming the traditional welfare state. On the insurance 
principle Beveridge quoted the National Conference of 
Friendly Societies as well as the TUC’s General Council 
in support of his view. Both these groups put forward 
three arguments in favour of an insurance-based welfare 


state. The first was that ‘contribution irrespective ofmeans __ 
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is the strongest ground for repudiating a means test’. 
Second, to have a clearly defined social insurance fund will 
result in the contributors realizing ‘that they cannot get 
more than certain benefits for certain contributions’, while 
the insurance principle will teach contributors not to 
‘regard the state as the dispenser of gifts for which no one 
needs to pay’. Third, the insurance principle leads to 
clearly defined rights to benefit: ‘Contribution provides 
automatically the record by which the insured person’s 
claim to be qualified for any particular benefit can be 
tested.’® And if these were not conservative (although not 
unworthy) enough reasons for arguing for the insurance 
principle, Beveridge added one of his own for good 
measure. His plan for social security was based on a 
‘continuance of the tripartite scheme of contributions 
established in 1911. That scheme has been in force for 
thirty years and has won general acceptance.’? 


Drafting the report 


Slowly, but inevitably, the logic flowing from these beliefs 
began to undermine the scope of welfare provision for 
women originally proposed by Beveridge. Indeed, two 
months after the first complete draft of his report Beveridge 
had come to the conclusion that the giving of a separation 
benefit as part of the cover: for married women in an 
insurance scheme was impracticable. He recommended 
instead that a deserted wife should have the right to means- 
tested public assistance and that the public body would 
pursue through the courts her right to maintenance from 
her husband.'° Similarly, Beveridge began to change his 
mind on the correctness of proposing a separation allow- 
ance. As José Harris has acutely observed, this question 
‘placed Beveridge on the horns of a dilemma and brought 
into conflict two of his most deeply held beliefs about social 
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insurance.’!! On the one side, payment of benefit was the_ 
problem of paying a benefit toa ‘guilty wife’, for the scheme 
would be underwriting an event which was under the 
control of the individual. On the other side, if a benefit 
as of right was not paid then the wife would be subjected 
to a means test. This reasoning led Beveridge to conclude 
that in an insurance scheme a benefit for separation was 
unworkable. 

By September 1942 he envisaged that such a benefit 
could only be paid in the case of divorce or legal separation. 
In his final report Beveridge proposed a Housewives’ 
Policy to cover what he saw as the six marriage needs of 
a woman. One of these was in cases of separation: benefit 
would be paid to the women whom the husband failed 
to maintain after a legal separation or if the husband’s 
desertion was publicly established. Here Beveridge pro- 
posed an adaptation of the widows’ benefit, together with 
a separation benefit, a guardians’ benefit and a training 
benefit. !? 

The second group which failed to gain a foothold into 
the social security system was the non-industrial disabled. 
The position of those made disabled at work was very 
different. Apart from war pensions, damages awarded by 
the courts were for centuries all that stood between an 
injured or deceased person’s, family and destitution or 
dependence on charity. A major change in this system 
came with the passing of the Workmen’s Comipensation 
Act of 1897, which introduced the idea of an employer 
being held liable for accidents to his workforce at work 
even though he was not personally at fault. The Act also 
provided cash benefits as of right and without first under- 
going a test of means. The act stated: ‘If in any employ- 
ment to which this act applies personal injury by accident 
arising out of and in the course of employment is caused 
to a workman his employer shall ... be liable to pay 
compensation.’ The act initially applied only to certain 
hazardous industries such as railways, factories, mines, 
quarries, engineering works or buildings over thirty feet 
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high. In 1906 an additional act dealing with workmen’s 
compensation extended the scheme to most people working 
under a contract of service or apprenticeship. The number 
of people covered by such schemes therefore rose from an 
estimated 73 million to some 1§ million.’? 

While accepting that the system of workmen’s compen- 
sation had conferred great benefits, Beveridge listed two 
major disadvantages. The first was that apart from mining 
industries, employer’s liability insurance was not com- 
pulsory, with the effect that there was no certainty that 
compensation would be paid in all cases. Second, and partly 
as a result of this failure, the system’s last resort was one 
of litigation. Commenting on the system, Beveridge con- 
cluded: 


the pioneer system of social security in Britain was based 
on a wrong principle and has been dominated by a wrong 
outlook. It allows claims to be settled by bargaining 
between unequal parties, permits payments of socially 
wasteful lump sums instead of pensions in cases of 
serious incapacity ... and over part of the field, large 
in the numbers covered, though not in the proportion 
of the total compensation paid, it relies on expensive 
private insurance. There should be no hesitation in 
making provision for the results of industrial accident 
and disease in future, not by acontinuance of the present 
system of individual employer’s liability, but as one 
- branch of a unified capital plan for Social Security’.'4 


That Beveridge was totally concerned with industrial 


injury when considering the problems of disability can be 


seen from his preliminary paper ‘Basic Problems of Social 


‘Security with Heads of a Scheme’.'S The discussion of 


disablement in this document is exclusively concerned with 
industrial injury and the compensation which should arise 
from death resulting from industrial injury. Beveridge 
proposed that the larger invalidity benefit for permanent 
incapacity and death benefit should be given not according 
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to the cause of incapacity but according to the industry 
in which the man was engaged, with compensation for 
engaging in a dangerous necessary trade. Beveridge 
believed there were three reasons why those who were 
industrially injured should be treated preferentially to 
other disabled people. The first was that many industries 
which were vital to the country involved considerable 
dangers to the workforce. Given the country’s need for 
an adequate supply of labour to these industries, Beveridge 
believed it was necessary to assure workers that special 
provision was being made for the risks that they under- 
took. The second reason why those disabled at work should 
have preferential treatment was that the disability followed 
from a man acting under orders. The third was that it would 
be possible to limit the employer’s liability at common 
law only if provision were made for the results of industrial 
accidents and diseases irrespective of the employer’s 
negligence. 

There are two reasons why Beveridge made no discus- 
sion of the congenitally disabled’s needs. First, the issue 
was a much less important one then than today. One of 
the major gains of medical advance is to keep alive more 
people who would previously have died as a result of their 
disability at or shortly after birth. The second reason stems 
from Beveridge’s insistence on an insurance scheme. How 
could people who had paid no contributions benefit from 
an insurance-based scheme? The problem was not insuper- 
able for Beveridge could have argued that the right to 
benefit existed by way of the insurance record of the 
parents. 

When the government came to consider its response to 
the Beveridge Report it did not challenge the restrictive 
scope for disability benefits. Rather, it changed the basis 
on which benefits should be paid to the industrially 
disabled. Beveridge argued for compensation based on loss — 
of earnings. The complications of running such a scheme ; 
are obvious and have bedevilled payment of compensation 
through the courts. Establishing what a person would — 4 2 
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be earning if they had not been disabled at work at a time 
previously is far from an easy exercise. The government 
therefore decided that compensation should be paid not 
on loss of earnings but on loss of faculty. ‘This decision 
marked a departure not only from the basis of workmen’s 
compensation but also from the principle still followed 
today in industrial injuries compensation schemes in nearly 
all other countries.’'® However, the government’s radical- 
ism on this point still left a growing number of disabled 
; people outside the provisions of the main insurance 
fs scheme. As more and more congenitally disabled people 
survived birth and childhood and lived into adult life, this 
, failure of Beveridge’s original proposals became more and 
; more obvious and important. 

How a non-means-tested benefit should cover a claim- 
ant’s rent was the other issue which faulted the Beveridge 

theme from the very start. As we have seen in Chapter 

a poverty- or subsistence-line income aims to cover all 

e necessary expenditure of a claimant. Rent is obviously 

ne key element in this calculation. 

The survey of working-class expenditure which the 
Ministry of Labour carried out in 1937/8 showed a wide 
divergence in the level of average rents in different parts 
of the country. In Scotland the average rent payment was 
.70°4 per cent of the mean for all industrial households, 
while in London the equivalent figure was 148:1 per cent 
of the mean.’” These figures posed an acute dilemma for 
Beveridge. The scheme could propose three ways of 
dealing with rent payments. A flat rate could be given for 
all households although, as Beveridge accepted, no ‘single 
figure can fit the true requirements even reasonably well’. 
Alternatively, the rent payments could be varied according 
to the region; however there were to be found wide 
variations in the level of rent payments within regions. 
The third method of covering rent payments was to adjust 
the level of benefit to take account of the actual rent paid. 
As one member of a special sub-committee which Beve- 
ridge established to consider the question of rent com- 
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mented, ‘this is the only way to overcome the difficulty 
created by the immense differences in the rents paid by 
working-class people.’?® 

The special sub-committee favoured a benefit level 
which would to some extent take into account the different 
levels of rent payments; yet in the end Beveridge opted 
for a flat-rate rent element. In an attempt to justify this 
position, Beveridge put forward two arguments. The first 
stemmed from his belief in an insurance system based on 
equal benefits for equal contributions. Beveridge did not 
reject variations in benefit according to rent level because 
of the administrative difficulties (although he was fearful 
that this would taint the scheme with some element of 
means-testing) but because he attached such importance 
to giving equal benefits for equal contributions. But as 
Rowntree retorted within days of the publication of the 
report, this argument ignored a more important incon- 
sistency which was built into the scheme. The scheme 
proposed that a bachelor would receive a benefit of twenty- 
four shillings a week and would pay the same contributions 
as a married man who would draw a benefit of forty 


. shillings.*? 


The second argument which Beveridge employed was 


that those paying higher rents were persons on higher 


income, and although this was a valid choice for people 
to make, it was not relevant when considering the payment 
of subsistence benefits. Again, this was an argument which 
Rowntree took apart. With a view to examining whether 
higher income groups paid higher rents, low rents being 
paid by poorer people, Rowntree re-examined a random 
sample of his 1936 interview schedules. From this he found 
that §2°6 per cent of households earning less than sixty- 
five shillings a week paid less than ten shillings rent while 
47°4 per cent paid more. Of those earnings more than sixty- 
five shillings, 42-6 per cent paid less than ten shillings and 
$7°4 per cent paid more. ‘If these figures may be taken 
as approximately applying to provincial cities generally, — 


a 


which I think they may, then I submit that they so largely 
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disprove the theory that broadly speaking the poorer 
workers pay low rents and richer ones pay high rents that 
it may be discarded.’?° 

In the final report Beveridge ‘provisionally’ rejected the 
proposal to adjust benefit according to the actual rent paid 
by the claimant. In an article reviewing the prospects 
which the report held for abolishing poverty, Rowntree 
wrote of the flat-rate rent proposal: ‘If this proposal is 
adopted, I think it would go far to defeat the central object 
of Beveridge’s plan.’*! Indeed, Rowntree wrote more 
prophetically than he could have realized, for Beveridge’s 
failure to tackle effectively the rent question was seized 
upon by the government to help jettison the whole idea 
of subsistence-based' insurance benefits. 


preasury cuts 
’ 


From conception, the Beveridge scheme contained three 
fundamental! flaws: the needs of women were not ad- 
equately covered, nor were the needs of all the disabled 
met, and the benefit paid to al! claimants would not be 
adequate as some claimants’ rent payments would not be 
covered in full. But, after Beveridge had completed his 
draft report, pressures were brought upon him to modify 
it in other important respects, so undermining stil] further 
the scheme’s effectiveness to abolish poverty. 

Initially, however, Beveridge was encouraged to review 
his plans which resulted in increasing the costs of the 
scheme as it stood. The Government Actuary, who was 
a member of the committee, estimated that on the draft 
proposals the Exchequer’s expenditure on social welfare 
would be three times as high as it was in 1941, and that 
it would increase still further with the rapidly ageing 
population. In March 1942 Beveridge began a series of 
discussions with Keynes, then an economic adviser in the 
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Treasury, and later with other Treasury officials, on ways 
of limiting the scheme’s cost. The first of these encounters 
led to Keynes ironically proposing to Beveridge that he 
should take into account wartime inflation; this, far from 
limiting the cost of the scheme, increased it in money terms 
by 25 per cent. However, Keynes suggested that Beveridge 
should make clear that he was not advocating frequent 
adjustments in the level of benefits to take into account 
rises in the cost of living. In addition, he proposed three 
other changes. He urged Beveridge to consider financing 
pensions out of current income rather than basing them 
on cumulative contributions. He told Beveridge that he 
was very keen on the proposed tax on dismissals, whereby 
employers would suffer heavy penalties for unfairly dis- 
missing workers, and he urged Beveridge to be even bolder 
in his attack on the vested interests of the voluntary 
industrial insurance market.?2 

Taking into account the expected wartime inflation, the 
provisional cost of the scheme rose to £500 millions and 
it was at this point that the committee suggested three 
changes: that the proposed benefit levels should not be 
accepted as the final figures; that cuts should be made 
in maternity grants, dependents’ benefits and rates paid 
to workers under twenty-one; and, more importantly, that 
full old age pensions should be introduced only over an 
extended period. Indeed, Keynes was soon writing to 
Beveridge expressing his alarm lest the scheme ‘is being 
overwhelmed by the pensions part’. 

In order to meet these objections Beveridge proposed 
a sub-committee to work on the financing of the scheme 
which would include Treasury representatives and Epps, 
the Government Actuary. Also, early in July 1942, Keynes 
returned to the attack on the pension proposals which he 
had previously described as ‘the least interesting and least 
essential’ part of the scheme. He suggested to Beveridge 
that while there should be no increase in pension levels 
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after, and that during this transitional period pensions 
should be graduated according to the pensioners’ contribu- 
tions. At the end of July the Treasury officially offered 
the services of two of its economists, Keynes and Lionel 
Robbins, to help modify the financial aspects of the 
scheme. This led to a series of discussions between 
Beveridge, Keynes, Robbins and Epps. By 19 August 
Beveridge conceded the argument on pensions and thereby 
introduced a fundamental modification to his scheme. In 
a paper entitled ‘The problem of pensions’ Beveridge 
moved from a target of adequate pensions from the start 
: to making this an ultimate goal to be achieved over a 
! sixteen-year period. Some time after the report’s publica- 
' tion Beveridge convinced himself that this major modifi- 
cation was something which he ‘wanted to do in any case’, 
recalling, ‘it seemed to me right to make pensions as of 
ight, like all other benefits in the scheme, genuinely 
ontributory.’?> 

The other fundamental change which Beveridge made 

2tior to publication concerned the support for children 
through family allowances. Jose Harris, in her impressive 
biography, describes this change as a means of concentrat- 
ing resources on those in greatest need rather than one 
primarily aimed at limiting costs. And although it was 
true that the changes in family allowances limited the 
immediate cost to an increase of £100 millions, Harris’s 
assertion is hardly borne out by the facts. 

Originally, Beveridge envisaged a family allowance 
payment of five shillings per child, although, as is usual, 
the Cabinet papers talk of this sum as being ‘illustrative’ 
only.24 The scheme envisaged a payment to every child 
including the first. But in his report Beveridge observes 
that a careful analysis of the studies of working-class 
incomes during the inter-war period showed that even the 
poorest wage-earners had an income to support a family 
with one child. 

In fact, the evidence of these studies proves nothing 
of the kind. For example, the research findings on poverty 
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‘a proposal that family allowances should not be paid to 


_ that the subsistence allowance at 1938 prices was around 
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in Sheffield,?* Manchester?¢ and Plymouth?’ are presented 
in such a way that it is impossible to examine the adequacy 
or otherwise of the main wage of the family in preventing 
poverty. Where enough detail does exist, such as in the 
Bristol study, the results show that over 40 per cent of 
poor households have three or fewer persons?® and that 
only a minority of these can be accounted for by the 
inclusion of poverty among the elderly.”° 

Moreover, the studies conducted during the early years 
of the 1930s found, not surprisingly, that the most 
important cause of family poverty was unemployment. But 
as Britain slowly pulled out of the inter-war recession, low 
wages again became the key cause of poverty among 
families with children. As Rowntree showed in 1936, 42°3 
per cent of the survey were in poverty due to an inadequate 
wage of the chief wage-earner. The next most tmportant 
cause of poverty was unemployment of the chief wage- 
earner which accounted for 286 per cent of those who 
were defined as living in poverty. Old age recruited 14°7 
per cent to the ranks of the poor while the death of the 
chief wage-earner a further 7-8 per cent.*° Thus the major 
reason for limiting the scope of family allowances had little 
to do with the supposed findings of the inter-war poverty 
studies, but a great deal to do with the financial restraints 
imposed on Beveridge in the latter stages of preparing his 
report. 

As a result of Beveridge’s reconsideration of the scope 
for the provision for children, the final report contained 


the first child in a family, and the new suggested rate only 
looked more generous than the original proposal until war- 
time inflation was taken into account. Beveridge calculated 


seven shillings a week instead of the five shillings which 
had been the usual figure referred to in pre-war discussions _ 
on the cost of children.3? After allowing for wartime 


inflation, on the one hand, and taking account of the 


provision being made for children through school meals 
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and supply of free and cheap milk on the other, Beveridge 
put the average allowance at eight shillings per week per 
child. But ‘It does not follow that a cash allowance on 
this scale should be paid in respect to every child.’ Indeed, 
Beveridge suggested that there were two reasons why an 
allowance at this level should not be paid. First, the 
allowances should be regarded only as a help to parents 
‘and not as relieving them entirely of financial responsi- 
bility’. Second, ‘whatever experts may say, every mother 
of six knows that six children do not cost six times as much 

Le as one child to feed, clothe and keep warm.’*»? To this list 
Beveridge should have suggested a third reason, namely, 
the need to limit the scheme financially. 


Government cuts 


At first the government hoped it would be able to publish 
the Beveridge Report without attracting widespread 
publicity. In this they underestimated both Beveridge’s 
determination to ‘sell’ his proposals and the abilities of 
Lord Longford (then Frank Pakenham) who helped 
present the plan to the media.7? The themes that the 
government was dragging its feet, and that promises made 
_in the war would be worthless after the last battle had 
been fought, were constantly heard, not only in the 
parliamentary debates in February 1943 on the Beveridge 
Report, but in much of the press comments which followed 
its publication. 

‘If you go below my limit you will not abolish want’ 
was the quotation from Beveridge which the Yorkshire Post 
took as a headline announcing the report’s publication in” 
1942. We have already seen that the plan as envisaged by 
Beveridge would have failed in this respect, but if we are 
fully to understand why the numbers in poverty have 
grown in the post-war world we now need also to consider 
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the three important occasions when the government of the 
day reacted to the Beveridge scheme to see how further 
changes were made to it. 

The government first replied in detail to the Beveridge 
plan in a parliamentary debate of February 1943. It was 
during this debate that the Coalition administration an- 
nounced three major amendments which flawed the 
Beveridge plan still further. In replying to the debate, the 
then Home Secretary, Herbert Morrison, announced that 
the government rejected the idea of paying benefits 
generous enough to guarantee a subsistence-level income, 
while adding that the aim was ‘to fix a benefit for un- 
employment and ill health on the same basis as nearly as 
possible’.*4 Turning to the question of pensions, Morrison 
cleverly presented the government’s climb-down as an 
improvement on what Beveridge was proposing. The plan 
advocated a phasing-in of subsistence pensions with full 
pensions being paid in 1956. Morrison reported that ‘the 
government ... may ... be able to better the Beveridge 
proposals at the beginning.’35 Pensions were to be paid 
at a higher level at the introduction of the scheme than 
was advocated by Beveridge ‘even if we had to make an 
adjustment the other way at the end’.*® 

The third major modification of the scheme centred on 
the provision of family allowances. We have already seen 
how Beveridge modified his proposals before publication 
in order to limit the cost of introducing the scheme. A 
universal benefit of five shillings per child was replaced 
by an allowance of eight shillings for all children except 
the first child of a family. The government’s immediate 
response was to reduce this sum to five shillings a week 
for each eligible child. They defended this on the grounds 
that with the smaller benefit would come ‘the development 
of a charter of child welfare plus ... [the] maternity and 
child welfare scheme ... and the development of the 
educational services: of school meals together with the 
elimination of the test for necessity.” But the quid pro — 
quo was never met; charges for school dinners continued, 
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poor families receiving free dinners for their children, only 
after a test of means. 


The White Paper chase*® 


After the parliamentary debate the Beveridge plan was 
committed to detailed scrutiny by Whitehall, the end result 
of which was the publication of two key White Papers. 
Commenting on their contents, Arthur Marwick records 
that they ‘followed Beveridge remarkably closely’, and he 
went on to observe that ‘the fundamental purpose 
remained: a unified national insurance scheme (based on 
Beveridge’s principles of flat-rate contributions and flat- 
vate benefits) which every adult member of the community 
nust join.”*? Similarly, Lord Bullock in his partially 
‘ompleted, monumental study on Ernest Bevin maintains 
that in the two White Papers on the report, Beveridge’s 
proposals ‘emerged unscathed and in certain respects 
. strengthened. This was particularly true of the second 
White Paper which went further than Beveridge in sweep- 
ing away the old workman’s compensation and proposing 
a national scheme for insurance against industrial in- 
juries.”*° While accepting Bullock’s claim on the scheme 
for workmen’s compensation, are he and Marwick right 
to assert that the Beveridge proposals emerged unscathed, 
let alone strengthened, in the government’s White Papers 
published in 1944? 

A perusal of the White Paper suggests otherwise. The 
three major modifications to the scheme which the govern- 
ment announced in early 1943 were reaffirmed in the White 
Papers. In the initial parliamentary debate on the scheme 
the government expressed a preliminary view that it would, 
not be ‘practicable’ to pay benefits generous enough to— 
prevent want or, as we would say today, poverty, and the 
‘White Paper concluded that ‘further examination of the 
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question has confirmed this view’. The White Paper 
observed that benefits must be paid for, and a high level 
of benefits would mean a high level of contribution. ‘The 
government therefore concluded that the right objective 
is a rate of benefit which provides a reasonable insurance 
against want’, in other words, at a level which, given 
people’s savings and the like, would prevent mass claimants 
from becoming poor.*? 

The government defended the payment of family allow- 
ances at five shillings for second and subsequent children 
on the ground that the benefit ‘is not intended to provide 
full maintenance for each child’. But the smaller benefit 
was to be backed by the provision of free school meals 
and milk to all children, the cost of which would amount 
to three-fifths of the cost of paying family allowances to 
all children. The government also confirmed the rejection 
of phasing in old age pensions, arguing, ‘it is preferable 
that the new standard rate of pension, at whatever rate 
it may be fixed, should be payable at the time the new 
scheme comes into effect.”*2 While this decision was to 
the advantage of pensioners then, it has since resulted in 
condemning this group to inadequate old age pensions. 

In addition the White Papers contained two further 
major modifications to the Beveridge scheme. One of the 
principles underlying the Beveridge Report was the right 
to draw benefits so long as need lasted. In respect to 
unemployment benefit, Beveridge recommended that ‘Any 
person exhausting his claim ... will be able to continue 
to draw unemployment benefit without means test, subject 
to attendance, as required, at a work or training centre.’? 
Moreover, Beveridge realized that prolonged periods of 
unemployment and disability had two consequences for 
most claimants. In the first place the claimant’s income- 
needs ‘tend to increase rather than decrease’; secondly, 


measures ‘other than the provision of income become — 


increasingly necessary, to prevent deterioration in morale — 
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prevented the government replied that it would be ‘pru- 
dent’ to limit both sickness and unemployment benefit; 
however the White Paper failed to mention to whom the 
prudence was supposed to apply.** 

The White Paper also made major changes to the 
provision for women claimants. We have already seen how 
Beveridge himself severely curtailed the rights of women 
in the social security scheme. Even so, the report had 
recommended a marriage allowance and, more impor- 
tantly, a separation allowance. The government rejected 
the first proposal on grounds of cost, and the second on 
grounds of morals. The cost of underwriting a marriage 
allowance was such that ‘the government do not consider 
the benefit attractive enough to justify ... [the] charge.’ 
On the separation allowance the government willingly 
allowed itself to get bogged down on the question of blame. 
|The government feel that the question whether loss of 
maintenance is the fault of the wife is not one which should 
be determined by a department responsible for admin- 
istering the social insurance scheme. The wife must seek 
other remedies open to her to secure maintenance.’*° 

One good proposal which did emerge from the White 
Papers was to pay a higher relative benefit for sickness 
and unemployment — even if for a limited duration. For 
a single person the proposal was to pay a retirement and 
invalidity benefit of twenty shillings and an unemployment 
and sick benefit of twenty-four shillings. For married 
couples the rates were thirty-five shillings and forty 
shillings respectively.*” 


Yet more cuts 


The final major modifications to the Beveridge proposals 
occurred at the introduction of the scheme. In introducing 


the National Insurance Bill the Minister for National 


| i We 


What Went Wrong? 89 


Insurance confirmed the government’s rejection of subsis- 
tence-level benefits. However, it was accepted that the 
initial level of benefits should be revised in line with 
Tising prices. Beveridge had estimated that prices would 
rise by 25 per cent during the war years while the ~ 
government believed it would be able to hold the rise in 
the cost of living to 31 per cent above the pre-war level. 
However, as one of the first critics of the post-war welfare 
state has observed, prices had already risen by far more 
than 31 per cent, the general price level throughout 1946 
being at least 54 per cent above the pre-war level. 
Moveover, the government was using the old, dis- 
credited working-class cost-of-living index to calculate the 
level of benefits and pensions. This index was originally 
drawn up in 1914 and included items like calico and candles 
on which working-class families spent little or no income 
at all. On the other hand it excluded most of the goods 
on which people did spend their money, apart from a small 
range of basic necessities. Since the prices of these basic 
necessities had been deliberately subsidized during the 
war, while other prices were allowed to rise, the index 
was constructed so as not to measure the real rate of 
inflation. Indeed, by 1946 its inadequacy was officially 
accepted and in the following year the new cost-of-living 
index took its place. Nevertheless, the old index was used 
to update the level of pensions which came into force in 
1948.48 
The second change which occurred at this stage was 
on the relative value of allowances paid to children. In 
calculating the needs of children, Rowntree made the 
arbitrary assumption that the needs of children (and 
’ women) were less than those of the adult male. This 
judgement, which Rowntree made at the turn of the 
century, went largely unquestioned in his later work, and 
indeed in the detailed calculations which Beveridge under- 
took for his report. In Social Insurance and Allied Services 
Beveridge advocated a flat-rate benefit for children which 
would be paid to parents drawing the main national 


_ outside the scope of the scheme. 
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insurance benefit as well as to those in work. Earlier in 
this chapter we saw how the Coalition government de- 
valued the family allowance rate. Further modifications 
were made to the children’s rates when the Attlee govern- 
ment came to determine the new national assistance rates. 
A child had to be aged over sixteen for the benefit payable 
to be greater than the rate advocated by Beveridge after 
the Treasury had persuaded him to modify the scope of 
his scheme, including the rates paid to children. 


Conclusion 


In this chapter we have seen that even had the scheme 
been implemented fully it would not have abolished 
poverty in the post-war world. In the first place, Beveridge 
underestimated the extent of family poverty which was 
caused by low wages. Second, the plan did not advocate 
a comprehensive insurance policy for women or the dis- 
abled. Third, the subsistence principle was undermined 
by Beveridge’s unwillingness either to set benefits high 
enough to cover all rent levels or to adapt individual 
benefits to the level of rent which was actually paid. 
Under Treasury pressure Beveridge then modified his 
proposals still further in an attempt to limit their cost. 
Adequate old age pensions would not be paid until 1956 
and the family allowance scheme was cut back to cover 
only second and subsequent children in the family. Once 
published, the government itself announced further 
changes to the scheme. If a social insurance scheme was f0 
prevent poverty, adequate benefits must be paid for as 
long as the claimant was without income. The government 
vetoed this proposal in respect to unemployment and sick- 
ness benefit. Only widows were given comprehensive 
coverage, leaving separated and single-parent families 


oe oe 
: v . 7 | ah 5 


be implemented. The concept of subsistence was aban- 
doned, and a notional rent element was included in the 
calculation of flat rate benefits. Moreover, benefit levels 
were not revised to reflect accurately the increase in the 
cost of living during the war years or up to 1948 and the 
children’s rates in the national assistance scheme were 
revised downwards. Two further changes were made after 
the introduction of the scheme. The relative level of sick- 
ness and unemployment benefit was altered and, as we shall 
see in the next chapter, Beveridge’s proposals for the 
tripartite financing of the scheme were quickly torpedoed. 


q 


5. Who Pays? — National 
Insurance Fund 


In the third chapter we looked at the failure of the 
traditional welfare state to eradicate poverty. In the fourth 
we examined the Beveridge scheme — its conceptual faults 


and the fundamental modifications made during its pro- © 


_gtess towards legislation. Each modification of the 
Beveridge scheme helps explain some of the extent and 
variety of poverty today. The scheme also laid down that 
the traditional welfare state should have a large progressive 
2lement built into its financing. In this chapter we begin 
by looking at how Beveridge’s financial plan was destroyed 
and then go on to analyse the overall impact on income 
distribution of financing the major part of the traditional 


welfare state from contributions. As part of the welfare 


state is financed from an Exchequer contribution, the next 
chapter is devoted to an analysis of the changing burden 
of taxation. 


A contributory scheme 


During the post-war period the percentage of total govern- 
ment expenditure devoted to social security payments rose 
from 13:5 per cent in 1949 to 21 per cent in 1978. A similar 
increase is shown if we measure social security expenditure 
as a percentage of gross national produce (GNP). Mea- 
sured this way, social security benefits accounted for a little 


over 5°3 per cent of GNP in 1949, falling to 4-9 per cent ; 
_ two years later. From then onwards the figures show an 
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almost continual increase until social security payments 
amount to almost 1075 per cent of GNP. Whether social 
security payments are measured as a percentage of govern- 
ment expenditure or of the GNP, the picture is the same. 
Since the war social security payments have become bigger 
and bigger business and the DHSS is now the largest 
spending department in the government hierarchy. 

The DHSS’s income maintenance budget is financed 
from two sources — from what is called the National 
Insurance Fund and from general taxation. The National 
Insurance Fund has three sources of finance: contributions 
from each employed or self-employed person; contribu- 
tions from the employer; and an Exchequer contribution. 
Over the years the National Insurance Fund has covered 
an increasing proportion of the rising expenditure on social 
security benefits. In 1945, 63 per cent of all social security 
benefits were paid for from the National Insurance Fund 
and by 1978 this had risen to 73 per cent. Over the same 
period of time the percentage of the social security budget 
being paid out of non-contributory benefits (i.e. benefits 
not covered by the National Insurance Fund) fell from 36 
per cent to 26 per cent. 

The picture remains much the same if we take out the 
Exchequer contribution to the National Insurance Fund 
and add it to the cost of all other social security payments 
which are covered from Exchequer payments — i.e. from 
taxation — and not the Insurance Fund. In 1949, 61 per 
cent of expenditure on social security benefits was paid 
for from taxation. By 1978 this had fallen to 39°5 per cent. 
So on both counts we see the growing importance of the 
contributory element of the National Insurance Fund as 
the means of financing the traditional welfare state. We 
therefore need to look carefully at how the revenue is raised 
to cover these payments. What are the sources of the 
revenue and what is the distributional impact on the indi- 
vidual contributor? 

Writing in Soctal Insurance and Allied Services, Bever-  ~ 
idge made a clear distinction between taxation and insur- * 
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ance contributions. He expressed the differences in the 
following terms: ‘taxation is or should be related to 
assumed capacity to pay rather than the value of what the 
payer may expect to receive, while insurance contributions 
are or should be related to the value of the benefit and 
not the capacity to pay.’ Moreover, Beveridge went on to 
say, ‘whatever monies are obtained ... from insured per- 
sons as contributions and from their employers as em- 
ployers, it is certain that the Exchequer, that is to say the 
citizen as taxpayer, must continue to meet a substantial 
part of the total expenditure’ on the welfare state.' Has 
this been borne out in practice? 

Although Social Insurance and Allied Services contained 
information on the changing proportion of the Exchequer 
contribution to the Fund, there is no clear description of 
the taxpayers’ contribution to the financing of insurance 
yenefits. For this we have to turn to the White Paper on 
Social Insurance published in 1944.7 Here is detailed an 
Exchequer contribution rising from 54-1 per cent in 1945 
to 59°6 per cent ten years later, rising further to 63°6 per 
cent in 1965, reaching 67 per cent by 1975. But as we can 
see from Table 7, the Exchequer contribution has nowhere 


Table 7 1944 White Paper projections — percentage shares 


1945 1955 1965 1975 


Employers/employees 435 38:3 34°5 312 
Interest 23 2°05 19 18 
Exchequer 54:1 59°6 63°6 67°02 


reached these proportions. In 1955 it stood at a fraction 


over 13 per cent for the National Insurance Fund, rising 


to 1§°5 per cent in 1965 and falling back to 15 per cent — 
in 1975. 
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Beveridge was clear in his mind that national insurance 
contributions should be related to the value of the benefits 
which claimants would receive rather than the capacity of 
the contributions to pay. Obviously this places a limit on 
the value of benefits which could be paid as some workers’ 
wages would be so low that they would be unable to finance 
more generous benefits when they were not working. How- 
ever, he was also insistent that a growing proportion of the 
Fund should be financed from progressive taxation (i.e. 
richer groups paying a higher percentage of their income 
in tax) although this has not in fact happened. In the next 
chapter we examine how the progressiveness of the tax 
system has itself been eroded. Here we need to look at the 
two moves which governments made and which reduced 
drastically the progressive element in the National Insur- 
ance Fund.? 


Vetoing the progressive element 


The first move was a simple one and followed the decision 
to make flat-rate contributions bear an increasing propor- 
tion of the total cost of the scheme. In 1948/9, for each 
£3 from flat-rate contributions the government con- 
tributed £1 — itself a significant move away from the 
original tripartite financing advocated by Beveridge. By 
1953 the government’s contribution had fallen to 11-7 per 
cent of the National Insurance Fund, rising to 17-9 per 
cent by 1959 and reaching a peak of 18-1 per cent in 1961. 
That year saw the second major change in the financing 
of the Insurance Fund with the introduction of graduated 
contributions which were not backed by any funding from 
the Exchequer. Consequently, by 1978, the Exchequer — 
contribution to the National Insurance Fund had fallen 
back to 14°6 per cent. 
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gressive element in the financing of the welfare state was 
to place an increasing reliance on graduated contributions. 
With little opposition the Conservative government in 
1961 introduced a graduated pension scheme. Workers 
earning between £9 and £15 a week were required to pay 
a graduated contribution as well as the ‘flat-rate stamp’. 
But as we have just noted, whereas the government made 
a contribution to the Exchequer to match the flat-rate con- 
tributions of work people and employers (although as we 
have seen they did so on a sliding scale over the years), 
they made no such contribution to monies arising from the 
graduated contributions. Once introduced, graduated 
contributions were called upon to play an increasing role 
in the financing of the welfare state and by 1973/4 the total 
sum raised from this source was greater than the flat-rate 
contribution. However, it would be wrong to think that 

he introduction of an increased reliance on graduated con- 

ributions resulted in shifting the cost of the traditional 
welfare state on to those with the broadest backs. To see 
how successful the government was in preventing this from 
happening we need to examine the size of national insur- . 
ance contributions which workers on different levels of 
income have been required to pay since the Second World 
War. 


The individual worker’s share 
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| , At the end of the inter-war period national insurance 
“5 contributions represented less than 3 per cent of the adult 
ei man’s industrial wage.5 The Beveridge reforms, which 
=. came into operation in 1948, lifted this contribution to 
= i, about 3°5 per cent of average earnings and in the early post- 


war period the trade union movement was more concerned 
with the failure to implement fully the Beveridge proposals 
than with the regressive nature of the national insurance 
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contributions, i.e. poorer groups pay a larger percentage 
of their income than do other groups. In the early 1950s 
the unions ‘offered’ an increase in contributions ‘if a 
sufficient increase in benefit could not be secured by 
restoring the Exchequer grant and by dipping into 
reserves.’° However, by 1954, trades union leaders were 
drawing attention to the increasing burden placed on 
lower paid workers by the national insurance stamp as it 
was then called. Although the TUC admitted that national 
insurance contributions now represented ‘on average a 
smaller percentage of wages than they did when the scheme 
was introduced ... it is, however, important to stress that 
average wages conceal wide variations below the average, 
and the above statement is not necessarily true for lower 
paid workers.’” 

By 1958 national insurance contributions amounted to 
3°8 per cent of average male earnings. This upward trend 
continued when the national insurance poll tax was modi- 
fied in 1961. In that year the government introduced its 
earnings-related pension scheme for which, as we have just 
seen, contributions related to wages over the income span 
of £9 and £15 a week were paid in addition to the flat-rate 
contribution. Those earning more than £15 still paid the 
same graduated contributions irrespective of their income. 
This ‘stop’, or what is more usually called the ‘ceiling’ in 
the national insurance scheme, has been responsible for 
ensuring that the national insurance contribution became 
a regressive tax, particularly for male workers. 

The changing incidence of national insurance contribu- 
tions was noted by Dudley Jackson and his colleagues in 
a study on trade union wage claims and increases in real 
earnings. Looking at the period from 1960 to 1970 they 
showed the top 10 per cent of male workers contributing 
2-5 per cent of their income to the National Insurance 
Fund at the start of the decade and 4:4 per cent of earnings 
at the end of the 1960s. In contrast, the bottom Io per 
cent, which lost 5-4 per cent of their pay packets to the © 
National Insurance Fund in the early sixties, were con- _ 
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tributing 7:2 per cent to the Fund by 1970. This led the 
authors to observe: ‘the high flat-rate element combines 
with the earnings’ ceiling to ensure that the percentage of 
income taken by the contribution continues [to be] smaller 
as one moves up the earnings range. The new scheme did; 
however, make the contribution system a little less regres- 
sive at the middling or moderately high level of wages... 
but this effect disappears as one moves out of the wage- 
incomes’ norma! range.”® 
The analysis by Jackson and his colleagues covered the 
period up to 1970. In the years following, Sir Keith Joseph 
piloted on to the Statute Book a bill which made a major 
change to the contributory basis of the National Insurance 
Fund ~ again without a great deal of opposition. The 
measure, which came into force in 1975, abolished the 
national insurance stamp and earnings-related contribu- 
‘ions and substituted in effect a social security tax of 5°5 
per cent of earnings (since increased to 6°75 per cent in 
1980/1). Moreover, the ceiling was maintained into the new 
scheme and the social security levy was applied to earnings 
between £11 and £69 a week. The floor has since been 
p | raised to £23 and the ceiling raised to £165 a week. 
Once again it is this ceiling on the proportional social 
security tax which continues to ensure that the financing 
of the traditional welfare state remains regressive for male 
workers. At the beginning of the 1970s women at the 
bottom Io per cent of earnings paid 7°8 per cent of their 
wages to the National Insurance Fund whereas women on 
three-times median earnings paid only 3-2 per cent. By 
1975 the proportions had changed to 5-6 per cent and 3°7 
per cent respectively. By 1979, the lowest 10 per cent of 
women, those earning median earnings and the top Io per 
cent, all paid 6-5 per cent of their pay to the National 
Insurance Fund. Only beyond the top 1o per cent does 
the tax become more regressive and workers on three-times 
median earnings lose 5 per cent of their pay in national 
insurance contributions. 
The picture is somewhat different for male workers who 
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make up 72 per cent of the full-time workforce. The 
extreme regressiveness of national insurance contributions 
has been somewhat abated, although there is still a marked 
difference between the contributions made by most 
workers and those on high earnings. In 1971, the poorest 
workers (the bottom 10 per cent) contributed 6-9 per cent Q 
of their earnings in national insurance contributions com- " 
pared with 3°5 per cent contributed by those in the top 4 
IO per cent and only 1-9 per cent by those on three-times 
median earnings. By 1975, the poorest workers’ contribu- é 
tion had fallen to §-5 per cent of earnings, the same ) 
percentage contribution as those on median earnings. 1 
Workers on the highest decile contributed a smaller per- 
centage, §°2 per cent, while workers on three-times median 
earnings still contributed only 2°3 per cent. | 

Since 1975 the changes in the Fund have worked against i 
low- and high-paid workers alike. In 1979 the percentage y 
of pay lost by the social security tax rose to 6°5 per cent i 
of earnings for the poorest workers while workers on three- | 
times median earnings saw their contributions raised, but } 
only to 3:1 per cent. Workers in the top 10 per cent, paying i 
6 per cent of their pay to the National Insurance Fund, : 
were still contributing less than workers on median earn- | 
ings and those at the bottom. 


The financing of the Beveridge scheme was undermined 
almost from the start when the government reduced the 
Exchequer contribution to below that envisaged in the 
original plan, a level which fell even lower in the following 
decade. In 1961 a further major change was introduced. | 


} 
Conclusion 


Earnings-related pensions were financed by earnings- 
related contributions which themselves attracted no 
Exchequer supplement. Increasingly, therefore, the pro- 
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gressive element in the financing of the traditional welfare 
state has been reduced. Moreover, the size of the national 
insurance poll tax on employees has steadily risen since 
the war. In 1948 contributions stood at around 3°5 per cent 
of average earnings. By 1975 the poll tax was levied at §°§ 
per cent. Currently, the rate has been pushed up to 6°75 
per cent on earnings between £23 and £165 a week. To 
a significant extent, therefore, the traditional welfare state 
has been paid for by working people themselves and the 
contribution element has not been made an agent of re- 
distribution of wealth. 

Although the cost of the scheme has been progressively 
shifted on to workers and their employers the Exchequer 
contributed over £1°5 billion in 1978 to the National 
Insurance Fund. In addition, taxation paid for the whole 
yange of non-contributory benefits, such as supplementary 
benefits. In order to complete the analysis of who pays for 
the welfare state we need to look at the British tax system. 
In the following chapter we examine the changing tax base 
from which monies are raised to cover part of the cost of 
the welfare state. In doing so we will see how the British 
tax system has moved from a progressive to a proportional 
system of taxation. This change has come about largely 
due to the rise of three of the other four welfare states which 
we will consider further in Chapters 7 to ro. 


a 


6. Who Pays? — Taxation 


There are two reasons why it is important to look at the 
shifts in taxation. First, towards the end of the 1970s almost 
40 per cent of the social security budget was paid for from 
the Exchequer, and it is crucial to see who shoulders this 
burden. Second, the tax system lays the basis for the other 
four welfare states with which we are concerned. This 
chapter will therefore be about the three important shifts 
in the incidence of tax during the post-war period: a 
vertical shift of direct taxation from the rich to the poor, 
and a horizontal shift from single people and childless 
couples on to taxpayers with children, as well as a more 
recent movement from direct to indirect taxation. It is 
also concerned with the share of income paid in tax by 
different groups. For this we shall draw on some of the 
information on the distribution of income presented in 
Chapter I to examine the extent to which changes in the 
burden of taxation can be explained by changes in the share 
of gross income going to different income groups. Finally, 
it will examine the extent to which it is tenable, given the 
inadequacy of the relevant data, to argue that inequalities 
in the tax system are mitigated once the benefits of the 
welfare state are taken into account. 


Changing pattern of taxation 


The rate and distribution of taxation generates and sustains 
many myths. One is that direct taxation makes up an 
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gressive element in the financing of the traditional welfare 
state has been reduced. Moreover, the size of the national 
insurance poll tax on employees has steadily risen since 
the war. In 1948 contributions stood at around 3:5 per cent 
of average earnings. By 1975 the poll tax was levied at 5:5 
per cent. Currently, the rate has been pushed up to 6°75 
per cent on earnings between £23 and £165 a week. To 
a significant extent, therefore, the traditional welfare state 
has been paid for by working people themselves and the 
contribution element has not been made an agent of re- 
distribution of wealth. 

Although the cost of the scheme has been progressively 
shifted on to workers and their employers the Exchequer 
contributed over £1°5 billion in 1978 to the National 
Insurance Fund. In addition, taxation paid for the whole 
ange of non-contributory benefits, such as supplementary 
renefits. In order to complete the analysis of who pays for 
he welfare state we need to look at the British tax system. 
In the following chapter we examine the changing tax base 
from which monies are raised to cover part of the cost of 
the welfare state. In doing so we will see how the British 
tax system has moved from a progressive to a proportional 
system of taxation. This change has come about largely 
due to the rise of three of the other four welfare states which 
we will consider further in Chapters 7 to ro. 
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different groups. For this we shall draw on some of the 


Changing pattern of taxation 


There are two reasons why it is important to look at the 
shifts in taxation. First, towards the end of the 1970s almost 
40 per cent of the social security budget was paid for from 
the Exchequer, and it is crucial to see who shoulders this 
burden. Second, the tax system lays the basis for the other 
four welfare states with which we are concerned. This 
chapter will therefore be about the three important shifts _ 
in the incidence of tax during the post-war period: a 
vertical shift of direct taxation from the rich to the poor, 
and a horizontal shift from single people and childless 
couples on to taxpayers with children, as well asa more 
recent movement from direct to indirect taxation. It is 
also concerned with the share of income paid in tax by ~ a 
information on the distribution of income presented in — 
Chapter 1 to examine the extent to which changes in the — 


> eee of the relevant data, to argue that inequal 
in the tax system are mitigated once the benefits of 
welfare state are taken into account. 
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increasing proportion of government revenue. This is not 
true. The percentage of total government revenue raised 
from direct taxation rose from 29:1 per cent in 1946 to 37°3 
per cent in 1976. Since then there has been a sharp decline 
in the proportion of total revenue raised from taxes on 
personal income, and in 1979 only 29°6 per cent of central 
government revenue came from this source. The propor- 
tion of revenue derived from expenditure taxes has simi- 
larly changed. In 1946 36-1 per cent of central government 
finance came from indirect taxation. This proportion fell 
over the years reaching a low ebb of 26:4 per cent in 1975. 
Since then each year has seen an increase and by 1979 
expenditure taxes raised 35:1 per cent of all central 
government finance, 

Two other major changes occurred over this period. 
‘rst, the years since 1946 show a marked increase in the 
roportion of central government revenue being raised by 

way of social security contributions. In 1946 the em- 
ployees’ contribution amounted to 2-4 per cent of the total 
tax take. By 1979 this had risen to 6°9 per cent. The 
increase in employers’ social security contribution is even 
more marked; up from 2-3 per cent in 1946 to 10-2 per 
cent in 1979. Second, in a period when the size of the 
government’s budget increased in real terms it is not sur- 
prising to find a real increase in the rates of taxation. The 
one exception to this general trend concerns company 
taxation. In 1946, taxes levied on companies amounted to 
18-4 per cent of total government revenue. By 1979 this 
had fallen to 7-4 per cent. 

Anumber of trends are therefore clear. The contribution 
to the National Insurance Fund from employers and 
employees has grown significantly in the post-war period. 
The proportions of total government revenue being raised 
from direct and indirect taxation shows an important shift 
to indirect taxation over the past few years and this is a 


trend accentuated by the Conservative government elected 
in 1979. Given that expenditure taxes now amount to 35 
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lirtle more detail at the distributional impact of recent 
indirect tax changes. 


(1) Indirect taxation 


Central government taxes on expenditure consist of excise 
duties on home-produced goods and services as well as on 
goods imported from abroad, the value added tax (VAT) 
and car tax, protective import duties together with stamp 
duties and other miscellaneous taxes on expenditure. The 
most important of these taxes in terms of revenue are excise 
duties and VAT, and it is possible to argue, as some 
government spokesmen recently have, that VAT is not 
regressive. In his 1979 Budget the Chancellor did just that. 
After reminding the House that large areas of consumer 
spending are not chargeable to VAT, Sir Geoffrey Howe 
went on to argue that as poorer households spend propor- 
tionately more of their income on such zero-rated goods. 
‘VAT is not regressive.’! However, to argue this way, it 
is necessary to calculate the effects of VAT on expenditure 
rather than on disposable income. Once a person’s dis- 
posable income is taken as the base line the regressiveness 
of indirect tax becomes more apparent. For example, in 
1977 the 2’5 per cent of the top 10 per cent’s income went in 
VAT. This contrasts with 3-3 and 3:1 per cent of the 
incomes of the ninth and tenth decile respectively. 
Because of the regressiveness of indirect taxation dis- 
quiet was expressed by the poverty lobby at the Con- 
servative government’s proposal to switch. the balance of 
taxation from direct to indirect in the 1979 Budget. More 
significantly, caution on the proposed switch to VAT was 
also advocated by the civil service, and a confidential 
minute prepared by the DHSS was passed to the New 
Statesman. According to the New Statesman this minute 
stated: ‘It is clear that a shift from income tax to commodity 
taxation would help the rich and hurt the poor.’ The 
minute then went on to explain the distributional impact 
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on the poor of increasing the percentage of total govern- 
: ment revenue coming from indirect taxation. 


The poorest 10 per cent of households pay, at present, 

considerably more tax on their expenditure than on their 

income and this is true even if subsidies are taken into 

: account. This occurs even though on average the com- 
modity tax payment by households is lower than the 
income tax payment and occurs because the income tax 
system through its allocation of tax-free allowances pre- 
vents the very poor from paying tax. In contrast, the 
income tax payment of the richest 20 per cent of house- 
holds is nearly double their commodity tax payment... 
over 10 per cent of the commodity tax burden before 
subsidies is borne by the poorest 20 per cent of house- 
holds compared with only 3°8 per cent of the income 
tax burden and 4-7 per cent of national insurance 
contributions. 


The minute went on to argue: 


An additional £1 in tax has a greater effect on a pen- 
sioner earning only £30 a week than it does on a million- 
aire. So to measure the progressivity or otherwise of a 
system of taxation it is useful to compare the tax payment 
of each household with its disposable income. The tax 
could be said to be progressive if the proportion of 
disposable income of the poorer households which is 
paid in tax is lower than that of richer households. On 
this measure commodity taxation as it existed in 1977 
was regressive. 


Patrick Wintour, commenting on the minute, empha- 
sized that the poorest 10 per cent paid 19 per cent of their 
disposable income in commodity tax while the richest 20 
per cent paid only 15 per cent. But it is important to 
remember. that these calculations have been made after 
_ adding back the effect of rent and rate rebates. Even so, 
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indirect taxation is shown to be regressive. The minute 
concluded with the following observation: ‘It is the pen- 
sioners and one-parent families, many of whom pay no 
Income tax, but who do purchase taxed goods who would 
lose most.’? It would have been truer to have said that all 
low income groups would be similarly affected. 

Low-income groups were affected most by the switch 
from direct to indirect taxation in the 1979 Budget. The 
Chancellor increased the standard rate of VAT from 8 per 
cent to 1§ per cent and the luxury rate of VAT from 12°5 
per cent to 15 per cent. This gave a further twist to the — 
regressiveness of indirect taxation. Those on incomes of 
£3000 a year saw a 3-percentage-points increase in the 
amount of income paid in indirect taxation compared to 
only 1-6 percentage points for those on £15,000 a year and 
a mere 0°87 per cent for those on incomes of £30,000. 


(it) Direct taxation 


As we have seen, there has been an important shift in the 
burden of taxation in the post-war years from companies 
on to individuals. Part of this shift has been also brought 
about by the increase in the revenue raised from expendi- 
ture taxes. We now turn and examine what has happened 
in the post-war years to the burden of direct taxation, and — 
here two trends are discernible. First, since the war, the 
number of taxpayers has grown: up from 13°5 million in 
1945 to over 21 million today. This increase is way in excess — 
of any growth of the working population and highlights — 
the extent to which poorer people have been brought into 
tax. If working wives are counted separately, the number 
of individual taxpayers stood at around 25-6 million in 
1979/80. Second, the burden of tax has increased Most for — 


— 


tive of how rich or poor they are. 4 
The normal way of examining the chatging puede 
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one begins to pay tax) to a measuring rod which in most 
tax debates is average earnings. An examination of the tax 
threshold for different tax-paying units — the single person, 
married couple, married couple with different numbers of 
children ~ gives us the following picture. In 1949/50, while 
a single person began to pay tax at a fraction below 40 per 
cent of average earnings (now 24-7 per cent), a married 
couple with one wage packet did not contribute a penny 
in direct taxation until they earned almost 63 per cent of 
average earnings (now 38°5 per cent). A two-wage-earning 
married couple without children paid their first income tax 
when their earnings were equal to the average wage packet 
(now 63.2 per cent). In the same year, a married couple 
with two children but only one wage earner, began paying 
income tax at a fraction below average earnings (now 43°5 

ver cent), A family with four children were exempt from 

x until their income was more than 130 per cent of 

‘erage earnings (now it is 47-7 per cent). 

So while it is true to say that the tax threshold has 
allen for every type of income taxpayer, it has not fallen 
equally fast for all groups. Over the period from 1949/50 
the tax threshold has fallen by 37:3 per cent for a single 
person, 38-6 per cent for a married couple and by 36°8 per 
cent for a two-wage-earning married couple. Much more 
significant reductions are recorded for households with 
children. For a married couple with one child under eleven, 
the tax threshold fell during the period from 1949/50 by 
§0°4 per cent. For a married couple with two children the 
fall was 56-4 per cent. The larger the family, the more signi- 
ficant was the fall in the tax threshold measured as a per- 
centage of average earnings. A family with three children 
saw a reduction in the tax threshold of 60:2 per cent, and 
for a four-child family the reduction was 76-9 per cent. 

Another way of measuring the changes in the tax 
threshold for different types of taxpayers is to present the 
threshold as an index figure rather than as a percentage 
of average earnings, with 1948/9 equalling 100. Such an 
analysis shows that while the tax threshold in money terms 
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(as opposed to real terms) has increased for all taxpayers, 
it has increased fastest for married couples without chil- : 
dren and for single people. While families with four ae 
children have seen their tax threshold in money terms rise . 
from 100 to 498, the tax threshold for a single person has 
risen from Loo in 1948/9 to 809 in 1979/80. 

This information on changes in the tax threshold shows 
two important shifts in the tax burden in the post-war 
period. Over the years, people on lower and Jower incomes 
have been called upon to pay tax. But this vertical shift 
in the burden of taxation has not been shared equally; over 
the post-war period the burden of tax has increased faster 
for taxpayers responsible for children, i.e. 2 horizontal 
shift. The combined effect of both the vertical and hori- 
zontal shift in the tax burden can be seen again from 
Table 8. This starts with the tax burden for different 
groups in 1949 and measures the percentage increase in 
tax and national insurance contributions over the post-war 


Table 8 Percentage changes in the amount of income paid in tax 
and national insurance, 1949/50 to 1978/9 (and data to 1979/80) 


Married Married 


couple couple - 
Earnings Single Married + two 4 four! See 
level person couple children _—_ children pes 
2/3rds average 543 71-4 7O'S 65°9 
(52°1) (79°3) (71-9) (72:2) 
average 49:0 615 85°8 . 84°83) 608 
(45°9) (60-7) (85:6) (85'4) 
2 x average 25°8 3473 54-4 69°8 
(19°3) (288) (51-2) (685) 


5 x average 37°9 38-9 43°5 476 


10 x average 


_ Source: reworked figures from Hansard, Vol. 979, ey 17 
_ 19 February 1980. 
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period. The main body of the table details the percentage 
changes in income paid in tax and national insurance over 
the period 1949/50 to 1978/9. The figures in brackets take 
into account the major tax changes brought about by the 
Thatcher administration’s first budget. 

By and large it is those on average and two-thirds average 
earnings who have seen the greatest percentage increase 
in their income being taken in tax and national insurance 
deductions. Over the period up to 1978/9 the share of 
contributions to the Exchequer for a single person on two- 
thirds average earnings increased by 54:3 per cent. Fora 
married couple the increase was in the order of 71°4 per 
cent, falling to 70-5 per cent for a married couple on two- 
thirds average earnings with two children, and to 6§°9 per 
sent for a married couple with four children. A similar 

ight fall is recorded in the share of income paid in tax 

a family on average earnings. 

For all other groups in the table the percentage share 
of income paid in tax rises for taxpayers with children. For 
example, a single taxpayer on average earnings saw a 49 
per cent increase in his tax bills during the period up to 
1978/9 whereas the increase was in the order of 84:8 per 
cent for a taxpayer on average earnings with four children. 
This trend is even more marked for a taxpayer on twice 
average earnings. A single person’s tax bil] increased by 
25°8 per cent whereas the same taxpayer on twice average 
earnings saw his tax bill increased by 69-8 per cent if he 
had four children. An increasing tax burden correlated 
with family size can also be seen for taxpayers on five and 
ten times average earnings, although the differences are 
far less significant. 

In 1979 the incoming Conservative government reduced 
taxation by a little over £4:5 billion. Of this, the richest 
7 per cent of taxpayers gained 34 per cent of all the tax 
cuts, a total of £1560 million. The poorest Io per cent 
gained only 2 per cent of the tax cuts. The effect this had 
on the share of incomes paid in tax and national insurance 
is presented in brackets in Table 8. The tax cuts have had — 
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a two-way effect. For those on average and below-average 
earnings the tax burden has actually increased for those 
with children, and this is particularly marked for those on 
two-thirds average earnings. And whereas the tax cuts for 
childless taxpayers on these levels of earnings have been 
almost insignificant, the changes for other taxpayers grow 
as income rises. The tax cuts were so large that the 
Thatcher government’s first Budget has in all probability 
brought about the most significant redistribution of 
income in the post-war period — and this change has been 
wholly to the advantage of the rich. For a single person 
On ten times average earnings the percentage increase in 
taxes over this period has been cut from 33-4 per cent to 
12-9 per cent. For a taxpayer with four children on ten 
times average earnings the reduction is in the order of 36-7 
per cent down to 17°6 per cent. 

This trend was continued in the 1980 Budget. The 
richest 2 per cent took 14 per cent of the total net tax 
teductions. In addition, the burden of taxation was shifted 
once again on to taxpayers with children. Although child __ 
benefits were increased in the Budget (up by 9:5 per cent 
on an annual basis), the increase was less than the changes 
in the personal tax allowances (up by I! per cent). 

The argument that the burden of taxation has shifted 
on to the poor and to families is not universally accepted. 
One counter-argument centres on the changing shares of 
income; a second, on the overall distributional impact of — 
taxes and benefits. We look at each counter-view in turn. 


Changing income shares 


It is stressed in some quarters that the reason why the abov 
analysis shows the very highest income earners expe: 
encing smaller percentage increases in the inciden 
_ taxation is due to the fact that their share of total incom 
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| on which they pay tax has continued to fall in the post-war 
period; hence they have a relatively smaller income base 
on which to pay tax; hence the declining share of total tax 
take from the rich. This argument is not sustained when 
we examine the changing incidence of taxation on different 
income groups and then relate this information to changes 
in the distribution of pre-taxed income. The data in 
; Table 9 illustrate the changes in the percentage of total 
' revenue raised from each decile group over the past twenty 
years. 
From this we can see that whereas in 1949/50 the top 
10 per cent of taxpayers contributed 72 per cent of all 
income tax (including surtax), this proportion had fallen 
to 35 per cent in 1978/9. The effect of this considerable 
seduction has been an increase in the percentage share of 
ix paid for all other decile groups except the poorest Io 
ercent. The richest 10 to 20 per cent of income recipients, 
or example, paid 9 per cent of the total amount raised in 
smcome tax in 1949/50 and 16 per cent in 1978/9. 
It is important to note that over this period of time we 
have already recorded a considerable increase in the total 


Ps sum of money raised by income tax: up from £14 billion 
xe in 1949/50 to over £18 billion in 1976/7. Given their 
ea! present share of total income, it is impossible for the richest 


10 per cent of income recipients to continue to contribute 
72 per cent of the £18 billions-or-so raised in income tax 
in 1976/7. What is important, however, is to examine 
changes in the share of total income tax raised from dif- 
ferent income groups against a background of variations 
in the share of pre-taxed income. 

Since 1949/50, total personal income rose from around 
£10 billion to over £90 billion. The top 10 per cent in 
the late 1940s gained 33 per cent of pre-taxed income and 
paid 72 per cent of tax revenue. By 1976/7 the top Io per 
cent had 26 per cent of pre-taxed income and paid 35 per 

cent of tax revenue (a proportion which is still falling, for 
the latest figures for 1980/1 show a drop to 32-7 per cent).3 
Given that the top Io per cent had 33 per cent of income 


Table 9 Percentage shares of tax paid by different income groups 1949/50 10 1978/9 


Year’ 
1949150 195960 19701 19712 1972:3 19734 1974/5 19756  1976:7 19778  1978:9° 


Top 10 per cent 72 57 4! 39 40 38 37 35 35 35 35 
10-20 per cent 9 12 15 15 14 14 15 15 15 15 16 
20-30 per cent 5 7 " 12 11 12 11 12 12 12 12 
30-40 per cent 3 6 9 9 9 9 10 Te) 10 10 10 
40-50 per cent 3 5 a 8 8 8 8 8 8 8 8g 
§0-6o per cent 3 4 6 6 6 7 7 7 “ae 7 7 
60~70 per cent 2 4 5 5 5 5 5 5 6 6 5 
70-80 per cent 1 3 3 3 4 4 4 4 4 4 4 
80-90 per cent 1 1 2 2 2 2 2 3 2 2 2 
Bottom 10 per cent 1 1 1 1 1 ’ 1 1 1 ’ 1 
Total tax” ({m) 1101 1735 6158 6356 6572 8045 11,846 15,987 18,300 18,200 20,400 


a. Years up to and including 1972/3 take income tax and surtax together. Subsequent years relate to income tax (including higher rates 
and the additional rate on investment income). 


b. Married couples are counted as one taxpayer. Only tax paid by individuals (i.c. excluding trusts etc.) is included. 
¢. 1978/9 is a provisional estimate. 


Source: House of Lords Hansard, cols. 739-40, 31 January 1978, and Hansard, col. 365, 24 January 1980. 
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in the late 1940s, the same proportion in 1976/7 would have 
given them £30 billion instead of the £24 billion they in 
fact possessed. On this higher sum (£30 billion) they would 
have paid around £8 billion in tax rather than the £6 billion 
they in fact did pay. Thus, less than a third of the fall in 
the proportion of tax revenue paid can be accounted for 
by a fall of the top 10 per cent’s share of income. 
Consequently, the burden has risen for those lower down 
the income distribution who have been paying increasingly 
for the real growth in the expenditure on welfare. But even 
this analysis is said to be incomplete by some critics who 
argue that the overall view of redistribution in the welfare 
state has to include the effects on living standards of paying 
ack benefits for which contributions are made either 
rough the National Insurance Fund or from direct and 
direct taxation. We now turn to examine this belief in 
.ore detail. 


Taxes and benefits combined 


Since 1962 the Central Statistical Office (CSO) has pub- 
lished annually an analysis of the incidence of taxes and 
social benefits. From this the CSO asserts that the overall 
effect of collecting taxes and contributions and then paying 
out benefits is to redistribute resources to those on low 
income as well as to those with children. But does a careful 
look at the CSO series bear out this widely held belief? 
In order to answer this question we need to review the 
work of those commentators who have suggested that such 
sweeping conclusions cannot be supported by the evidence 
presented by the CSO. 

Writing in 1968, Alan Peacock and Robin Shannon 
argued that no reliable conclusions could be drawn on the 


overall effect of combining tax payments and social 
_ security benefits when the analysis was based on a little 
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over a third of government expenditure and only a half 
of tax revenues.* The most recent analysis from the CSO 
for 1978 covers 59 per cent of government receipts and 
46 per cent of all government expenditure. 

Since 1968 a number of studies have tried to calculate 
the distributionary effects of including in the analysis a 
higher percentage of the taxes levied and the benefits 
distributed in the welfare state. This work shows the allo- 
cation of the missing tax revenue and social benefits as 
having an important impact on the level of redistribution 
brought about by the welfare state, and pioneering work 
on this front has been carried out by J. L. Nicholson. 
Reporting recently, Nicholson and a colleague, A. J. C. 
Britton, made two sets of assumptions about allocating the 
residual. These were that benefits of all unallocated expen- 
diture, and the cost of unallocated taxation, fell equally 
on each individual, or that the net benefit from unallocated 
expenditure less tax fell on households in proportion to 
their final income. Their conclusion was that “The extent 
of vertical redistribution is rather crucially dependent on 
the treatment of the residual.’5 

We noted earlier that this country’s poverty scales 
underestimate the relative costs of children. Likewise, we 
have seen in this chapter how the tax burden has increased 
fastest for households with children, and it is in this respect 
that the conclusion of Jane Peretz’s work on the allocation 
of the residual tax and benefits in the CSO’s studies is 
Particularly important to an analysis of the extent to which 
the overall effect of taxes and benefits favours households 
with children.® Peretz also added back a large proportion 
of the public expenditure which is excluded from the CSO 
analysis. Her findings were that ‘the general effect of 
including these additional categories has probably been 
to reduce somewhat the degree of redistribution to some 
households which is implied. This is because these cate- 
gories. of expenditure are mostly on services etc. used by 
the whole population or, in some cases, used more by the 
better-off.’ Moreover, the ‘net effect of having better infor- 
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. 

| mation about the uses of the various services could be to 
make a further reduction in the degree of redistribution 
| implied.’ 

This conclusion needs to be borne in mind, for the main 
. cluster of benefits which are allocated in the CSO analysis 
are the payment of cash allowances and the use of the main 
welfare-state services such as schools and hospitals. Those 
benefits and services which are easiest to allocate in the 
analysis are predominantly used by families with children 
: and by pensioners. Both Nicholson’s and Peretz’s work 
show that to include some of the residual lessens the re- 
distributionary effect; Peretz also suggests that to include 
other forms of unallocated public expenditure will lessen 
still further their redistributionary gains marked up to the 
poor and to households with children. 

The belief that the welfare state redistributes generously 
towards families, to such an extent as to offset the 
increased burden of taxation among this group, is under- 
mined still further by the pathfinding study conducted by 
Muriel Nissel. In this she begins by emphasizing the 
relative increase in the burden of taxation for families with 
children, to which reference has already been made. Nissel 
then used the CSO data to look at the redistribution 
brought about by the welfare state. It is important to 
remember that she is using data which have not been 
adjusted for the large percentage of taxes and benefits 
which remain unallocated and which the work of Nichol- 
son, Britton and Peretz suggests lessens what redistri- 
bution there has been to low-income groups and to 
families. 

As well as presenting CSO data, Nissel reworks the 
material on the basis of adult equivalent scales, adding that » 
these calculations are ‘admittedly rough and ready but they 
are sufficient to bring home the point that the income avail- 
able to individuals and households varies considerably at 
different stages of the life cycle and that it matters a great 
deal how many types of people live in these households.’” 

CSO data on disposable household income after tax and 


Who Pays? — Taxation 115 


benefits for a four-child family on a household basis show 
this group faring in 1976 very slightly better than other 
groups. However, once the data are reworked on an adult 
equivalent basis, a four-child family is shown to be slightly 
worse off than the average retired couple, and having only 
about half as much as a non-retired couple without chil- 
dren. On the basis of the reworked data, Nissel concludes 
that ‘For the average household with children ... cash 
benefits (including indirect benefits such as housing and 
food subsidies) were small and substantially outweighed 
by taxes.”® 
; The studies by Nicholson and Peretz point to the follow- 
ing conclusions. First, it is dangerous to generalize from 
the CSO studies about the extent of redistribution within 
the welfare state when such a large part of the taxes 
collected and benefits consumed are left out of the analysis. 
Second, when these unaccounted-for sums are added back, 
the extent to which the payment of taxes and the receipts 
of benefits help the poor is greatly reduced. Thirdly, 
Nissel’s pioneering study shows that it is not possible to 
" argue that the tax burden of families with children is offset 
by their being awarded a disproportionate share in what 
has become known as the social wage. ' 
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Conclusion 


Expenditure on the traditional welfare state has risen in 
real terms in the post-war period and particularly since 
the mid-1960s. While the national insurance contributions 
finance a major part of the traditional welfare state, a signi- 
ficant sum comes from taxation. This chapter has bee 
concerned with the changing burden of taxation in 
post-war period, and particularly over the past fifteen © 
twenty years. We have seen, first, that there has been a 
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to individuals. A second major change in more recent years 
has been an important shift to indirect taxation, with a 
consequential movement in the burden of taxation against 
those on lower incomes. Thirdly, the burden of direct 
taxation has changed, workers on lower and lower incomes 
being called upon to pay an increasing share of the tax 
burden, and we have seen that this change cannot be 
explained away by more equal redistribution of pre-tax 
income. A fourth major shift in the burden of taxation has 
been a horizontal movement from single people and child- 
less couples on to taxpayers with children, irrespective of 
their level of earnings. While these changes have been 
taking place steadily over the past couple of decades under 
governments of both parties, the Thatcher government’s 
tax changes have brought about a similar change in the 
tax burden but within the space of a single budget. 

This shift in the tax burden on to the poor and on to 
taxpayers with children has not been countered by the pay- 
ment of benefits. The extent of redistribution of resources 
to the poor and to those with children, which is sometimes 
alleged to have been brought about by the total impact of 
the collection of taxes on one hand, and the payment of 
benefits on the other, has been shown to be very question- 
able. We now need to examine the mechanisms by which 
the burden of taxation has been shifted both vertically on 
to the poor and horizontally on to families during the post- 
war period when large sections of the electorate believe 
the opposite has occurred. In doing so, we shall begin our 
discussions on the other welfare states which are supported 
through the tax system. 


¥ 
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7. The Tax Allowance Welfare 
State 


The cost of the traditional welfare state has risen in real — 
terms since the end of the Second World War and has been 

paid for largely by contributions weighing most heavily a 
on poorer members of the community. Despite this, the i 

widespread belief is that increasingly welfare has resulted 

in a crippling burden of taxation on the rich. The last 

chapter showed that there has indeed been a two-fold shift 

in the direct tax burden over the last twenty to thirty years; . 
vertically on to those with lower incomes and horizontally 

on to those taxpayers with children. So why is the myth 
about the crippling burden of taxation on the rich so 
persistent? The apparent evidence of high taxation 
obscures the growth of a second welfare state, based on ~ 
tax benefits which are of greatest value to those on high 
incomes. The tax-allowance welfare state is the subject of 
this chapter, which begins by examining the total income 
available for taxation and the amount of thisincome which 
is secured tax-free by means of the growth of the tax- 
allowance welfare state. The chapter then examines the 
range of the tax-allowance welfare state and its distri-~ 
butional impact at different levels of income. Fe 


Getting off tax-free 


The present system of British income tax works on 
basis of awarding allowances which can be set agair 
taxable income. Income increasingly covers (although, 
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we shall see, not nearly adequately enough) both money 

income and some forms of income in kind, such as free 

houses and cars. Against this income a taxpayer is allowed 

© offset what are called his personal allowances together 

vith other deductions which considerably reduce the cost 
of certain ‘approved’ expenditure, such as the purchasing 

of a house by way of a mortgage. Recently, these allowances 

and deductions have been described as ‘tax expenditures’, 

and they are expenditures in the sense that by the granting 
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: of each allowance or deduction, tax revenue is lost and the 
total tax base diminished. 
It would be wrong to pretend that this way of viewing 


tax concessions has been universally accepted. After some 

reluctance, the Callaghan government published in its final 

White Paper on public expenditure the first official list 

of tax expenditures. The White Paper states that there are 

difficulties in defining tax expenditures and says: ‘In short, 

' this approach can be usefully related to some tax reliefs, 

but there is no agreement as to the criteria governing its 

; application and the field within which it can be applied’. 

vy The idea that it is difficult for governments to estimate 

the losses for granting tax relief is disputed by Stanley S. 

an Surrey, who is one of the originators of the concept of tax 
expenditure. Professor Surrey has written: 


While some appear to regard the task of estimation as 
bordering on the impossible, a moment’s thought will 
indicate that the estimation of revenue losses for par- 
ticular tax provisions is a regular task for government 
technicians. Each time a change in the tax law is pro- 
posed, a revenue figure must be attached to the change. 
The estimates may sometimes be difficult to make for 
lack of data, but they are made, and tax expenditure 
estimates are no different.” 


_ Pioneering work in this country, calling for a tax 
expenditure budget, was undertaken by J. R. M. Willis — 
id P. J. W. Hardwick who work at the Centre for Fiscal — 
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Studies at the University of Bath. In their book Tax 
Expenditures in the United Kingdom the authors define a 
tax expenditure as ‘an exemption or relief which is not part 
of the essential structure of the tax in question but has 
been introduced into the tax code for some extraneous 
reason — e.g. in order to ease the burden for a particular 
class of taxpayer, or to provide an incentive to apply income 
in a particular way, or perhaps to simplify administration.’ 
The authors go on to say: ‘The term is used to cover not 
merely specific exemptions but also gaps in the charge, 
as a result of which receipts or benefits which represent 
or are equivalent to income are not subjected to tax’. And 
they conclude: ‘The choice of the term “‘tax expenditure” 
indicates that because they are not inherent in the structure 
of the tax, these reliefs are equivalent in terms of revenue 
foregone to direct government expenditure and should in 
general be judged by the same criteria.’ 

How valid is the Willis and Hardwick distinction 
between tax benefits, which they describe as being essential 
to the structure of the tax system, and other tax benefits, 
which are not viewed in the same way and which are called, 
by them, tax expenditures? A moment’s thought on this 
issue shows the difficulties of maintaining what I believe 
to be a false distinction. At one point, Willis and Hardwick 
defend their approach on the grounds that ‘Some initial 
exemption is essential to the structure of a tax which bases 
itself on the ability to pay.” They quote the findings of 
the 1955 Royal Commission on taxation to the effect that 
it is a well-established belief that income tax should not 
be levied on incomes which are below the poverty line. 
But this ignores a very crucial argument and discourages — 
the reader from thinking about other ways by which the 
revenue lost in granting some of the personal tax reliefs 
could be used to guarantee a tax-free sum for everybody © 
in the community, or to protect the poor from paying tax. 
The campaign by Lady Rhys- Williams to establish a socia. { 
dividend was one which sees the abolition of the present 
benefit Ree: and its replacement by cash payments 
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everybody. In a more limited way the Heath government’s 
Green Paper on tax credits embodied the same principles. 
Indeed, the tax-credits proposals were the most radical 
proposals for reforming the benefit and tax welfare states 
put forward by a government since the 1950s. The Green 
Paper laid down proposals for tax credits which could be 
set against tax liability. Those not earning, or not earning 
enough to offset their tax liability against the full credit, 
would be given a cash payment. 

It is possible to take this idea a stage further and advocate 
the granting of personal tax allowances or tax credits which 
are only of value to those on low income. Indeed, this was 
the system which operated up until 1920. The exemption 
system, as its name suggests, exempted those on low 

i incomes from paying tax but did not grant those tax 
i concessions to people irrespective of their level of income. 
As we shall see in a moment, the personal allowances ‘cost’ 
the Exchequer an enormous sum each year, for the simple 
reason that they are granted to everybody irrespective of 
‘ their level of income. In arguing that some of the personal ~ 
+4 allowances are crucial to the structure of income tax, Willis 
; and Hardwick ignore that the same objective — namely, 
of exempting the poor from tax — could be achieved in other 
ways at far less cost. I do not believe, therefore, that their 
distinction between granting reliefs which are crucial to 
the tax structure on the one hand, and tax expenditures 
on the other, can or should be maintained. Thus, tax 
benefits are defined in this book as the granting of all those 
tax concessions, whether they be personal allowances, 
exemptions or reliefs from tax, which narrow the tax base. 


The birth of modern taxation 


Just before the outbreak of the First World War total 
government expenditure was £184 million a year. By 1916 


_ it had risen ten-fold — to £1825 million — and this 
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necessitated a massive increase in the rates of income tax. 
In order to spread this load fairly, and weight the increases : 
towards those with fewest responsibilities, the government f 
introduced a whole series of allowances — based on marital ; 
status and dependants — which form the basis of the present 
system of personal allowances. te 

In the 1917 Budget, the Chancellor, Bonar Law, first . 
allowed taxpayers with incomes up to £700 to claim a child 
allowance for each child which, since 1915, had stood at 
£25 per child. In his 1918 Budget an allowance of £25 was 
allowed for a taxpayer’s wife, and so began the married 
man’s tax allowance. The same sum was allowed for 
widowers with related housekeepers and for those tax- 
payers with dependent relatives. The 1917 Budget also 
extended the tax allowance for children to those on incomes 
from £800 to £1000 a year and to those with three or more 
children. 

Since 1917 there have been two major changes in the 
value of tax allowances. The first occurred in 1920 when 
the whole of the British system of direct taxation was 
changed from an exemption to an allowance system. Up 
until that point, tax allowances could be claimed but were 
only of value for people with income below a certain pre- 
scribed level. For example, when Lloyd George reintro- 
duced children’s allowances in 1909 they were valued at 
£10 and could be claimed only by taxpayers with incomes — 
below £500 a year. In 1920, tax allowances could be 
claimed by any taxpayer, irrespective of their income, but 
only at the standard rate. This was changed in 1956/7 when 
the excess value of child tax allowances and other allow- 
ances for dependants over the single personal allowanc 
became allowable at theesurtax rate. The excess value 0 
the additional personal allowance was likewise allowed at 
the higher rate of tax in 1960/I. aye 

The 1920 Budget was important in another respect. 
Royal Commission, established in 1919 to enquire into al 
aspects of income tax; proposed a ‘personal allowa 
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recommendation which was implemented by Austen 
Chamberlain in his 1920 Budget. In one sense, therefore, 
4e personal allowances may be said to date from 1920. 
The wife’s earned-income relief was also introduced in 
920 in order to give some compensation to working wives 
.or the extra cost of going out to work. The allowance was 
originally set at such a level that a married couple who 
were both earning gained the same tax exemptions as two 
single people. During the Second World War the value 
of the wife’s earned-income relief was increased dramatic- 
ally in order to encourage women to become part of the 
war economy. The allowance was raised to equal that of 
the full single person’s allowance but could be claimed only 
at the standard rate. Later, the allowance became more 
valuable as the working wife was also allowed to claim 
against her tax allowance the reduced rates of tax. A further 
major reform came in the 1972/3 tax year when husbands 
and wives were given the option of being taxed as two single 
persons. The wife was given her own tax rate, and in return 
the husband surrendered the married person’s tax 
allowance. Further, under the unified tax system where 
the wife was not taxed separately from her husband, the 
wife’s earned-income relief was set against the combined 
income of the couple and therefore was set against their 
marginal, i.e. their highest, rate of tax. 


- Amajor concession has been made to elderly taxpayers 


with the granting of the age allowance which stands at 
£1820 for a single taxpayer and £2895 for a married couple. 
The tax threshold for a single pensioner is therefore £445 
above the threshold for a non-pensioner, and £750 above 
the normal threshold for a married couple who are not 
pensioners. This concession is limited to those on lower 
incomes. If the pensioner’s income (or the household 
income if both have incomes) is above £5900, the pensioner 
_ pays a marginal tax rate of 50 per cent until the additional 


: value of the age allowance is wiped out. This happens when 


the pensioner’s income exceeds £6567.50 and that of a 


married couple exceeds £7025. 


a . 
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A shrinking tax base 


(2) Personal tax benefits 


The extent to which the personal allowances have eroded 
the tax base can be seen from the following information. 
The main personal allowances are the single person’s 
allowance (valued currently in 1980/1 at £1375 a year), 
the married person’s allowance (currently valued at £2145 
a year), the wife’s earned-income relief (also at £1375), 
and the additional personal allowance which stands at the 
same as the married man’s tax relief. In addition, there 
are further personal allowances which include smaller 
allowances for housekeepers, blind persons and dependent 
relatives. 

While one of the major reasons for granting personal 
allowances is to guarantee that the poorest do not pay in- 
come tax, this objective is not achieved. At the present time 
the tax threshold for a single person is a little below £25 a 
week, but the supplementary benefit poverty line is above 
this, standing at £28.70. Similarly, for a married couple, 
while the tax threshold stands at £41.25, the supple- 
mentary benefit poverty line is £42. So, despite a massive 
erosion of the tax base (to the tune of over £19 million) 
this basic objective of the tax system is not achieved. 

The extent of the erosion of the tax base can be seen 
again by looking at the amount of income the allowances 
exempt from tax and measuring this against the total — 
amount of income liable for tax in any one year. The Inland © 
Revenue statistics for 1979 give details on the total of — 
income liable to tax and the extent to which this total is 


at £80,800 million. Against this sum were allowed the full 
range of personal allowances amounting to £30,900 mil 
of tax-free income — accounted for in the following 
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The income exempted by the married person’s tax 
allowance in 1976/7 amounted to £12,600 million. The 
single person’s allowance exempted £6700 million from tax, 
and the wife’s earned-income relief a further £4290 million. 
The age allowance exempted £3260 million of pensioners’ 
income from tax and child tax allowances a further £4160 
million. In 1976/7, child tax allowances still existed, 
although they have now been replaced by child benefits. 
These allowances for children were partially offset by £285 
million in clawback arrangements, while other personal tax 
allowances exempted £225 million from tax. Thus, only 
£50,000 million was liable to tax. From this the total tax 
raised was £18,300 million. 

More comprehensive figures have been given in the 
latest White Paper on public expenditure, which lists well 
over ninety tax benefits. The main costs (or revenue lost) 
of the tax benefit welfare state come from the granting 
of personal tax reliefs (£12,930), the exemption of the first 
£500 of investment income from investment income sur- 
charge (costing £780 millions), the granting of mortgage 
interest relief (now at a cost estimated at £1450 millions), 
the massive tax relief to companies (estimated in the 
current year to be approaching £6000 millions), stamp 
duty exemptions (probably costing £1300 millions in the 
present financial year), exempting owner-occupied houses 
from capital gains tax (put at a cost of £2000 millions) plus 
double taxation reliefs (which are well in excess of £2500 
millions).° These tax benefits have immensely important 
distributional effects and we need to look at some of them 
in a little more detail to see when they were granted and 
what were the grounds for exempting income from 
taxation. ; 


(72) Housing tax benefits 


_._ QOwner-occupation is supported by three tax benefits:~ 


__ mortgage interest relief, the exemption from capital gains 
ayy 
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tax, and the abolition of Schedule A. From the very start 
until 1963, tax was charged on the annual value of land 
and this included houses and other buildings irrespective 
of whether the property was let, at what level the rent was 
levied, or whether the property was owner-occupied. This 
system of taxation, which was known generally as Schedule ~ 
A tax was not without its critics and the campaign against 
It increased momentum from 1957, when amendments 
were moved to the Budget statement to make exemptions 
or partial exemptions to Schedule A. The tax was finally 
abolished in 1963, one reason being, as Hardwick and 
Willis note, that ‘In the UK the social benefits of home 
ownership were regarded, when it came to the point, as 
the overriding consideration.’ The abolition of Schedule 
A did not affect the rate of increase in the number 
becoming owner-occupiers, although some critics main- 
tain that if it had not been abolished the steady rise to the 
Current 53-per-cent owner-occupation level would have 
been slowed down. 

It is difficult to compute the current loss in revenue (or 
gain to individual owner-occupiers) of Schedule A’s 
abolition. A guesstimate can be made by revaluing the — 
revenue from Schedule A in 1980 prices. But even here 
we Tun into difficulties. Data on the revenue gained from 
Schedule A are available only as far back as 1949/50. Before 
that they were not published by the Inland Revenue and, 
when these data were requested, the Revenue replied that 
‘the Board of Inland Revenue is unable to supply exact 
figures’ for years prior to this date. Reworking the 1949 7 
het revenue from Schedule A (which stood at £102 million) — 
gives a total of £770 million in January 1980 prices. By 
1951/2 the amount had fallen to £691 million in 1980 
Prices, by 1953/4 to £560 millions, by 1955/6 to £499 
millions, rising again to over £500 millions in 1960/1.Only 


~ does the total revenue begin to fall appreciably. 
A somewhat higher figure in lost revenue is given b 
_ Hardwick and Willis. They suggest that if the char, 
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reintroduced with the current rateable values for owner- 
occupied houses adopted as the measure of the notional 
income, ‘the additional tax yield for 1974/5 would have 
been some £930 million’.? While the first calculations take 
no account of the real rise in imputed rent from owner- 
occupation, these second calculations by Hardwick and 
Willis are based on rateable values which are themselves 
t now outdated, although they are the most up-to-date 
; figures in existence. The most recent comprehensive 
- review of rateable values was cancelled by the government 
: in 1979. 

The abolition of Schedule A is only one of the tax benefits 
accruing to owner-occupiers. In addition, those taxpayers 
buying their homes on a mortgage are entitled to offset 
the mortgage interest charges against their tax liability and, 

s we have just noted, this concession ‘costs’ the Exchequer 
ver £1°4 billion. While the maximum mortgage allowable 
} limited to £25,000, taxpayers are allowed to offset the 
mterest charges against their marginal rate of tax. So again 
the mortgage relief for a taxpayer on the top rate of income 
tax is twice that accruing to the standard-rate taxpayer. 
: The third tax benefit for owner-occupiers is the ex- 


) 


ttm emption of the capital gains from taxation when the owner- 
Ree occupier sells his main residence. The latest government 
S48 White Paper on public expenditure puts the tax loss koe 


gain to individual taxpayers) at £2000 million.? 


(111) Insurance benefits 


The granting of tax relief on life assurance results in 
another major erosion of the tax base. The cost of granting 
tax relief on life assurance premiums in 1979/80 is £430 
million. Life assurance was devised in Britain over two 
centuries ago to help combat two very common pre- 
dicaments from which many working-class families suf- 
fered — poverty through bereavement and poverty in old 
age. The basic idea was to create a fund from which a 
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contributor could be paid an agreed annual income or a 
lump sum payment. Modern life assurance policies are not 
just concerned with death benefits or pension provisions. 
The industry has spread into most areas where people have 
to save regularly to buy a home, educate children or more 
generally to accumulate resources. 

Tax relief on life assurance has been a long-established 
practice. Until fairly recently policy holders were entitled 
to tax relief on premiums paid under qualifying policies 
to the extent that the total of such premiums did not exceed 
one-sixth of their total income after charges, but before 
personal reliefs. The rate of relief was set at approximately 
half the standard rate of income tax. The policy holder 
paid the full amount of the premium to the insurance 
company and each individual taxpayer had to claim the 
relief direct from the Inland Revenue. The cost in Revenue 
staff-time in operating the scheme was put between 1000 
and 1500 staff. 

In his April 1976 Budget the then Chancellor, Denis 
Healey, announced changes in the administration of tax 
telief on life insurance premiums. In order to simplify 
administration, with a consequential saving of staff time, 
it was decided to introduce a system of relief by deduction. 
This scheme, which is now in operation, allows policy — 
hoiders to deduct a set amount from each payment of an 
eligible premium, and in return the Life Offices receive © 
corresponding direct payments from the Revenue to re- 
imburse them for the reduction in their premium receipts. — 
The entitlement to relief of up to one-sixth of total income 
has been retained but a new limit of £1500 per annum 
is allowed if this is greater. Relief is currently granted at 
half the standard rate, i.e. policy holders deduct 15 per 
cent from their total premiums. i 

The system of aliowing deductions by taxpayers fr m 
their premiums has a small, important side-effect. Ina 
moment we shall see how this tax benefit — like ali othe 
~ most favours those on high incomes. But it also has 
_ advantage for those at the other end of the income sc 
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and particularly those who don’t pay tax. In this respect, 
life-insurance tax relief is unique. Under the system of 
deductions non-taxpayers also benefit as they are now 
entitled to deduct the relief. As with all other insurance 
holders, low-income non-taxpaying individuals are 
allowed an equal deduction of 15 per cent of the annual 
premium. The insurance company is then compensated by 
the government at the end of the year. 


(iv) Tax-free social security benefits 


The tax base is further eroded by exempting large numbers 
of social security benefits from tax. In the present 
circumstances of a very low tax threshold it makes sense 
to exempt some of these benefits from tax, but in a 
reformed tax system all income should be taxed so long 
as those with incomes at or below the poverty line are 
; exempt from paying. At the moment, not all social security 
be benefits are received tax free. Nine major benefits, includ- 
‘ ing retirement pension, allowances to widows and mobility 
allowance, are liable to tax. In addition, the Thatcher 
government plans to tax almost all social security benefits 
as soon as the machinery is available to do so. In the mean- 
time, it has introduced ‘abating’ rules so that the value 
of untaxed benefits have been reduced by five percentage 
points since November 1980. The government has yet to 
decide whether a further abatement will take place in the 
up-rating of benefits in November 1981. The benefits, 
now cut by five percentage points, include many of the 
main ones such as unemployment and sickness benefit, 

_ invalidity and injury benefit. 

The reason for this abatement is primarily to save money 
from the social security budget thus helping to finance 
the tax cuts given to high income groups in the 1979 and 

_ 1980 Budgets. Had the abatement of § per cent been a 
__ genuine first move to taxing benefits (although this would 
a still have been unjust, as in many cases those suffering cuts , 
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in benefit would not be paying tax), the government would ~ 
have been able to guarantee to restore the abatements when 
they commence the normal taxing of benefits in 1982. The 
only guarantee given so far is that should funds be available 
the cuts made to invalidity benefit will be restored. 


Who gets the tax benefits? 


Something in excess of £20 billions - or about the same 
as 1s spent on the traditional welfare state — is awarded 
in tax benefits, and it is crucially important to observe who 
are the main beneficiaries of this second welfare state. As 
we shall see in a moment, the British data are far from 
complete. Fuller data are obtainable in other countries, and 
there is now a fairly extensive analysis undertaken in 
Canada of what they call ‘the hidden welfare system’. Yet 
even here, only a minority of the tax benefits has been 
individually costed. The seventeen most important tax 
benefits cost in the region of $6-4 billion, and the forty 
other tax benefits add a further several billion dollars to the 
total. However, the seventeen alone: 


tell us a great deal about the hidden welfare system. To : 
put this $6-4 billion figure into perspective, it wasequal 
to well over one fifth of the entire Federal budget in 
1974. It was four-and-a-half times the cost of the 
Olympic Games and nineteen times the total cost of the 
support/supplementation programmes (i.e. soci 
security for the poor). It was enough money to ha’ 
provided every family in Canada with an extra $1000 
a month for food and clothing.’° 


Canada’s National Council of Welfare provid 
distributional analysis of who gains what from this se aC 
welfare state in that country. In the first place, the | 

benefits are analysed according to income groups. 
_ the National Council of Welfare reports; 
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It would be difficult to imagine any direct and visible 
government expenditure programme that gave $244 to 
those with incomes of less than $5000 but $2427 — ten 
times as much — to those with incomes of $25,000 to 
$50,000 and $3990 to those who make over $50,000 a 
year. No government would dare propose such a pro- 
gramme. And yet the hidden welfare system does just 
that, and there is hardly a protest to be heard. 


The report adds: ‘The reason the hidden welfare system 
can get away with it is precisely because it is hidden. The 
low income taxpayer saving $200 cheers his saving — and 
remains oblivious to the $2000 saving granted to persons 
with five times his income.”!! 

The report also looks at the gain of the tax benefits 
according to the percentage of taxpayers in_ different 
4 income groups; this information is presented in Table 10. 
4 From this we can see that the top II per cent of taxpayers 
gained 33 per cent of the tax benefits whereas the bottom 
7O per cent of taxpayers gained only 40 per cent. 


Table xo Income taxpayers and gains from tax benefits (Canada) 


Percentage of 


Percentage of total benefits from 
__ Income group all tax filers the 17 tax subsidies 
Under $5000 38-4 12°5 
315 279 
18.7 26°5 
6:8 14°3 
(overe) 46 18°8 


100-0 100°0 


rce: The Hidden Welfare System, National Council of — 
fare, Canada, 1976. 


The Tax Allowance Welfare State 131 


Unfortunately, we do not have such comprehensive 
information on the gains of the tax benefit welfare state 
in this country. Nevertheless, as a first move we can look 
at the value of the personal allowances to different income 
levels. This is given in Table 11, which shows how the 
value of the allowance is twice that for the higher-income ; 
groups on marginal tax rates of 60 per cent compared with Le 
those whose income is taxed at the standard rate. Likewise, 
the tax advantage is that much greater for households with 
two earners, particularly if one compares the value of the 
allowance of a family with one earner on the standard rate 
(who will quite likely have young children), and a two-wage 
household paying at the top rate of income tax — personal 
tax benefits valued at £642.24 and £2112.24 respectively. 

The Royal Commission looked at the value of deductions 
for mortgage and other allowable interest payments 
according to income groups. This analysis included the 
value of retirement annuity premiums - which are ex- 
amined in the following chapter. In 1975 the value of the 
deductions for allowable interest charges came to £648 for i 
the top 1 per cent of taxpayers, £274 for the top 10 per 
cent of income taxpayers and a mere £12 for the bottom 
Io per cent. In one important respect, of course, these 
figures underestimate the gains of the total tax benefit 
welfare state to high income earners. Those on higher 
incomes are more likely to buy their homes out of capital, 
or to inherit them, than to buy them on an ordinary 
mortgage from the building society. Nevertheless, the top 
I per cent still benefits at a ratio of 54 times more than 
the bottom ro per cent. 

The distributional effect of the tax allowance welfare ‘ 
state is again illustrated in the Royal Commission’s updated 
analysis on mortgage interest relief. Table 12 gives the 
amount of revenue lost in mortgage interest relief for th 

_ financial year 1979/80, and these data are classified accord 
ing to the income range of the recipient. That the 


Table 11 Value of personal allowances to income taxpayers at each of the marginal rates of tax, 1980/1 


¥ 


» Tax unit Marginal rate : 
30 percent 4Opercent 45 percent §50percent 55 percent 60 per cent 
£ £ £ £ 
Single person 412-36 © 550°16 618-80 687-44 756-08 825°24, 
Married person 642°24 858-00 965°12 1072°24 117988 1287:00 
Two-wage earners 105460 1408-16 1583-92 1759°68 1937-96 2112°24 


Source: reworked Inland Revenue data. 
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£3000 a year gained, on average, mortgage relief at £100 
a year. Those at the other end of the income scale, earning 
in excess of £10,000 a year, gained an average tax benefit 
of £480. But these figures underestimate the gains to the 
rich. The number of taxpayers earning over £10,000 a year 
stood at 8-4 per cent, and yet 19 per cent of them were 
claiming mortgage interest relief compared to a little over 
I per cent of income taxpayers earning less than £2000 
a year. And while those earning in excess of £10,000 a year 
made up less than 9 per cent of all taxpayers, they gained 
34 per cent of all the mortgage interest tax benefit paid 
out during 1979/80. 


Table 12 Distributional impact of mortgage interest relief, 
1979/80 


Mortgage interest relief 1979/80" 


Total 
Average Numbers number of 
Total income relief per claiming Total taxpayers per 
range mortgagor relief relief income range 
£ L (o0os)” £m (000s) 
Under 1000 — _— _ — 
1000 — 2000 100 20 2 1600 
2000 — 3000 100 140 14 2900 
3000 — 5000 180 880 158 6500 
5000 — 10,000 230 3340 768 8600 
Over 10,000 480 1050 504 1800 


* Relates to all mortgages. 
>Counting married couples as one. as 


Sources: Inland Revenue; Hansard, 18 March 1980, ¢.149. 


; 5 
Tax relief on life assurance policies similarly benefits 
those on high incomes. Income taxpayers on over £10,000 
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a year in 1978/9 amounted to less than 4 per cent of all 
taxpayers, and yet they claimed 23 per cent of ail tax relief 
given for life assurance policies. At the other end of the 
*ncome scale, those earning under £3000 a year made up 
) per cent of taxpayers but gained only 7 per cent of tax 
lief given for life assurance policies. 

The effect of reducing the average rate of tax for tax- 
ayers benefiting most from the tax benefit welfare state 
-an be seen if we include in our analysis not only mortgage 
tax relief but also superannuation payments and average 
life assurance (these latter two tax benefits are examined 
in more detail in Chapters 8 and 9). In order to appreciate 
the full effect of the tax changes brought about by the 
Thatcher government it is important to look at tax rates 
for 1978/9 and 1979/80. In public debate a taxpayer’s 
Marginal tax rate is used to illustrate the supposed crip- 
; ‘pling effect on initiative and the Draconian extent of 
; redistribution of income from higher income earners. But 
‘ the combination of the personal tax benefits together with 
the three probably most important other tax benefits — 
mortgage tax relief, superannuation and life assurance — 
have a dramatic effect on the average rate of tax paid by 
different taxpayers. In the last year of Labour government 
a single person on average earnings paid a marginal tax 
tate of 33 per cent and an average rate of around 13 per 
cent. Taxpayers paying a 65-per-cent marginal tax rate saw 
their rate of tax halved to an average of 32-5 per cent once 

. the tax benefits had been taken into account. 
> The tax changes brought about in the first Budget of 
the Thatcher government made a dramatic change not only 
_to the marginal but also the average rate of tax particularly 
for higher income groups. For the worker on average earn- 
_ ings, his marginal rate was reduced by 3 percentage points 
to 30 and his average rate was similarly reduced by 3 
d __percentage points to 10-2 per cent. But the single person 
“on £20,000 a year who previously paid a marginal rate of 
per cent saw this reduce to 45 per cent and his average 
Vs. oy rate of 32-5 per cent cut to 25-7 per cent. Those paying 


ie 
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the top rate of tax in the last year of the Labour govern- 
ment paid a marginal rate of 83 per cent and, if a single 
person claiming the range of tax allowances detailed above, 
an average rate of 49 per cent. One year later the same 
person on £35,000 a year paid a marginal rate of 60 per 
cent and an average rate of 36-7 per cent. 


Conclusion 


In this chapter we have been concerned with the second 
of five welfare states — the tax benefit welfare state. It 
differs in two fundamental respects from the traditional 
welfare state. In the first place, while it channels welfare 
to large sections of the population, those at the top end 
of the income scale are the biggest beneficiaries. The main 
effect, therefore, of the tax benefit welfare state is to widen 
rather than to diminish inequalities. Second, unlike the 
traditional welfare state whose growth is contained by the 
government’s attempts to control public expenditure, the — 

tax benefit system remains unaffected by any restrictions 
whatsoever and each of the tax concessions is a blank 
cheque signed by the Chancellor. The effect of the tax 
allowance welfare state is not only to reduce marginal tax 


at the top end of the income scale. While this chapter has 

been concerned with those tax benefits which accrue — 
directly to taxpayers as individuals, the following thr 
chapters will examine the extent to which the tax syste 
supports the three other welfare states. : 


4 8. The Company Welfare State 


Living standards are not only determined by the size of 
one’s wage or salary cheque together with entitlements to - 
welfare and tax benefits. They are also affected by those 
benefits which derive from unearned incomes and com- 
pany welfare. In this chapter we shall look at the range 
and growth in welfare provided by both private and state- 
owned companies, and we examine first the extent of 
D4 company pension, sick pay and insurance provisions which 
4 exist in addition to state benefits. The second part of the 
¢ chapter goes on to look at those benefits such as company 
cars, loans, shares and houses which a growing number 
of companies provide for their higher paid employees. We 
shall also be examining the two-fold distributional impact 
of company welfare in the way it helps to spread the tax 
load of high income earners over what can sometimes be 
decades, while appreciably increasing the difference in 
living standards between high and low income earners. 


Extent of company welfare 


One of the best sources of information on the extent of — 
company welfare is the Royal Commission on the Distri- 
_ bution of Income and Wealth, which made a distinction 
_ between two kinds of company welfare provisions. The 
first they called ‘welfare’ benefits and under this heading — 
e Commission put free or subsidized meals, sports facili- — 
and goods at discount prices, rent-free housing an 


= 
on 
mf 


The Company Welfare State 137 


other benefits in kind. The second form of welfare they 
described as ‘other’ benefits and here they included a 
company car in cases where its use is not directly related 
to the job, free or cheap loans, bonuses and profit sharing. 
The Royal Commission went on to observe that benefits 
in the first group are generally available to all employees 
in a firm, and while their existence was often a result of 
historical accident, their recent growth was the result of 
negotiations between employers and the unions. On the 
other hand, the ‘other’ benefits are provided ‘to attract and 
retain staff, and have expanded considerably over the years 
of incomes policy to combat the narrowing of the margin 
of executive rewards caused by the tax structure and pay 
restraint.”! 

This justification for these additional ‘perks’ is not, how- 
ever, borne out by the facts. As we have seen in Chapters 
I, 6 and 7, neither the macro data on the distribution of 
income, nor the analysis of the changing burden of taxa- + 
tion, suggest a significant narrowing of the gap between 
the bottom and top wage and salary earners during recent 
years. However, under the cover of supposed narrowing 
of differentials between managerial workers and the rest, 
the company welfare state has expanded considerably in 
the past few years and most particularly for those on high 
earnings. 

In 1974 British Institute of Management (BIM) survey 
of 45§ companies found that 72 per cent provided company 
welfare benefits in order ‘to attract and retain employees’; _ 
59 per cent saw company welfare as a means of providing __ 
‘conditions of employment which compare well with other — 
companies’; and 39 per cent saw company welfare as ‘a i 
way to motivate employees’. The survey also interviewed — 
183 managers who described such benefits as ‘an expression 


a “necessary means of competing with other companies 
the labour market’, as well as being ‘a means of recognizi: 
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Ironically, however, the tax advantages that welfare 
benefits bring to the company are countered to some extent 
by the difficulties they cause. Thus, evidence to the Royal 
Commission suggests that, with the exception of company 

ars and medical insurance, other benefits are ‘forced upon 

‘ms] by the demands made by existing or potential 

ployees, and by their obvious advantages under present 
legislation in terms of reducing labour costs’. Thus, 

.e firm of consultants submitting a survey of twenty 
-ompanies as evidence to the Royal Commission listed the 
main advantage of fringe benefits as a means of reducing 
employees’ tax liabilities, but reported the companies dis- 
liking them as being difficult to administer, having limited 
incentive value and causing some friction among those 
employees who were not recipients of the full range of 
company welfare.? But, whether companies like or dislike 
the growth of company welfare, growth there has been over 

; the past decade — particularly in relation to pension, sick- 
pay schemes and housing provisions. 


(i) Pensions 


ioe The provision of company pensions advanced rapidly in 
Ms, the years up to 1967. In 1936, 2:6 million workers were 
members of company pension schemes. This total jumped 
to 6-2 million by 1953, rising to 8 million three years later. 
By 1963 the total had topped 11-1 million and the numbers 
of workers in company pension schemes reached an all- 
time peak of 12:2 million in 1967. This total fell to 11-1 
million in 1971, rising to I1°§ million in 1975. Over- 
whelmingly, membership of company pension schemes has 
been among male workers and this is the first of a number 
of distinguishing characteristics. They accounted for 2:1 
million of the 2-6 members in 1936 and even by 1975, 8°7 
million of the 11-5 million workers covered by company 
pension arrangements were male employees. 
Asecond major difference in coverage is between manual 
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and non-manual workers. Although there are more manual 
than non-manual workers, only 4:7 million out of a total 
of 11-1 million workers covered in 1971 were manual 
workers. This total was improved somewhat by 1975 with 
an extra three-quarters of a million manual workers in the ; 
public sector offsetting a decline of a quarter of a million ; 
manual workers in the private sector. 

A third major difference is between workers in the public 
and private sector. Pension coverage, overall, is much : 
higher in the public sector. In 1975 it stood at 74 per cent 
— compared with 38 per cent in the private sector; 84 per 
cent of men in the public sector (compared with 52 per 
cent in the private sector) were covered by occupational 
pension schemes. Significantly, however, women workers 
fare even better in the public sector, where 59 per cent 
(compared with only 17 per cent in the private sector) are 
covered by occupational pension schemes. 

Despite recent increases, almost 74 million workers were 
outside company pension schemes in 1975. Overwhelm- 
ingly, these workers were concentrated in the private sector 
~ a total of 5,560,000. Moreover, while workers are 
covered by company pension arrangements, a vast majority 
of pensions in payment are for small amounts. The latest 
figures show that 1,280,000 of the 2,950,000 pensions in 
payment were for £5 a week or less, while 63 per cent of 
all pensions were £10 a week or less.° In stark contrast 
are the pensions paid to top salary earners, where salaries 
are inflated during the last years of service in order to 
increase significantly the living standards of recipients 
during retirement. As the Royal Commission commented: 


Occupational schemes are important in the context of — 
higher incomes from employment, particularly for em- 
ployees approaching the end of their careers, since a  — 
major reason for seeking and granting salary increases oe 
for those bearing the highest rate of tax is that they lea 

to improved superannuation provisions which carr: 

associated tax advantages.°® 1 
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The tax advantages work in the following ways. Pension 
schemes defer income, which would currently be subject 
to high marginal rates of taxation, to a future date when 
the recipient will most probably be on a lower level of 
income and therefore paying lower marginal rates of 
taxation. Moreover, so long as the scheme is approved by 
the Inland Revenue, both the employers’ and employees’ 
tontributions are excluded from income before tax is 
evied, i.e., it reduces their tax liability. In addition, the 
increasing value from the pension fund’s investments are 
exempt from tax, and tax is only charged once the pensions 
are drawn. The recipient’s tax load is further reduced by 
the payment of lump sums. The Royal Commission gave 
examples of high income earners during the period when 
the highest marginal rate of tax on earned incomes stood 
at 83 per cent. These arrangements legitimately allowed 
the incidence of tax on the combined value of the occupa- 
tional pension and the lump-sum payment to reduce a 
marginal rate from 83 per cent to 62 per cent. Those on 
marginal rates of 75 per cent when in work were able to 
postpone part of their consumption by way of pension 
contributions and pay tax at a 56-per-cent marginal rate 
on their retirement income.’ 

A further inequality in pensions arises from the formula 
by which pensions are calculated. We have already noted 
that one of the justifications for excessive wage increases 
for higher income earners approaching retirement is to 
boost the recipient’s pension. While 90 per cent of non- 


_ manual members of private sector schemes had their 


pensions based on final salaries, the proportion among 
manual members so treated was only about two-thirds. 
“Consequently over one million of the one and a quarter 
million members who could only expect a pension based 
on some other figure — either a fixed amount or a fraction 
of average salary throughout service in most cases — were: 
manual workers.”® 

Of course it is true that for many manual workers, 


income tails off as retirement approaches. Some pension 
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schemes therefore allow employees in both the public and 
private sectors to have their pensions based on the best iy 
three years or even a single best year in a period of up 
to the thirteen years prior to their retirement. But even : 
here inflation eats away at any advantage which might have 7 
been gained by lower paid workers. Peak earnings during ; 
the decade or so prior to retirement will have been greatly 
devalued by the inflation over the past few years, let alone I 
the last decade. Hence the advantage to high salary earners i 
whose income rises to a peak as they retire and who can | 
draw their pensions based on their salary immediately prior } 

‘ 


to retirement. ! 


(it) Sick pay 


Similar discrepancies between manual and non-manual 
workers, and between male and female workers, are also 
evident in the protection offered by sick-pay schemes, and 
this pattern is further complicated by industrial and 
regional variations. In 1974 the DHSS carried out a major 
survey of company sick-pay schemes which revealed that 
there had been a significant jncrease in the proportion both 
of men and of women employees covered by company sick- 
Pay arrangements. In 1961, 57 per cent of employees were 
covered by company schemes and this proportion had risen 
to 73 per cent in 1970. The 1974 survey showed an 80- 
per-cent coverage, but with major industrial variations. 
For example, whereas coverage for male workers in coal 
and petroleum industries was at 96°7 per cent, and 95°. 
per cent in mining and quarrying, coverage fell to 50 per 
cent for male workers in leather, leather goods and fur 
industries. A similar pattern is discernible for women 


facture, where women are much more numerous.? 
Differences in coverage were also found between man 
and non-manual workers. While over go per cent of 
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men and women non-manual workers were covered by 
company sick-pay provisions in 1974, only three-quarters 
of manual male workers and less than 60 per cent of all 
women manual workers were covered. Sick-pay cover also 
varied in different parts of the country. For men workers 
he highest proportion covered (88°7 per cent) was in the 
south East and the lowest proportion (66:6 per cent) was 
nthe West Midlands. For marricd women, 89:1 per cent 
were covered by company sick-pay provisions in the South 
East but only 64 ve. cent in Yorkshire and Humberside. 
Once again, the highest coverage of company sick-pay 
arrangements for single women was in the South East (92°5§ 
per cent), the lowest in Wales (57-5 per cent).’° 

The report also noted three major differences in the 
treatment of lower paid employees in the rules operating 
company sick-pay benefits. At the present time national 
insurance sick pay is not paid for the first three days of 
illness. The DHSS survey showed that while benefit was 
oaid at the onset of sickness for almost 93 per cent of non- 
manual men and 94 per cent of non-manual women, just 
under §7 per cent of manual men and a little over 67 per 
cent of manual women workers were paid company sick- 
pay benefit from the first day off work. 

There was also a significant difference in the length of 
time company sick-pay benefit was paid for manual and 
non-manual workers. The report showed that, on the 
whole, manual workers were limited to a shorter period 
of entitlement than were non-manual men. More non- 
manual than manual male workers, for example, were 
entitled to sick pay for 52 weeks and over (267 per cent 
compared to 15 per cent) and similar differences were 
to be found for women workers. Differences were also to 
be found in the size of payments. More than twice the 


_ percentage of non-manual men, compared to manual male 
workers, gained their full pay without any deductions of 


the state benefit. The report showed that there were similar 
differences between manual and non-manual women 
workers.?! 


The Company Welfare State 143 


A further inequality in the provision of company sick- 
pay benefits was highlighted in one of the later Royal 
Commission reports: 72 per cent of full-time manual men, 
compared with only 33 per cent of full-time non-manual 
men, had to serve a qualifying period before gaining 
eligibility for benefit. As the Royal Commission went on 
to observe, ‘The qualifying period is one factor reducing 
the likelihood of coverage for manual workers, as it is in 
the case of occupational pension schemes.’!? 

These findings are immensely important when we come 
on to consider the proposals the government has now made 
for reforming the national insurance sick-pay scheme 
whereby employers will be responsible for paying sickness 
benefit for the first weeks of illness. Indeed, it is ironic 
that this development of the company welfare state is being 
used as the reason for dismantling part of the traditional 
welfare state. In support of its proposals the government 
have pointed out that 10 million claims for state sickness 
benefit are made each year but that only a very small pro- 
portion of people who qualify for benefit draw it for any 
length of time. While no payment is made for the first three 
days of incapacity, 60 per cent of those who qualify for 
sickness benefit are back at work at the end of a fortnight, 
80 per cent within a month and 90 per cent within six 
weeks. 

On the basis of this kind of information the government 
is proposing the abolition of state sickness benefit for up 
to eight weeks in a tax year. In order to ‘simplify’ the 
scheme and thereby make the system easily administerable 
for employers (as well as to make a £} billion saving in 
public expenditure), the government is in the process of 
abolishing the earnings-related supplement to sickness 
benefit (plus the supplement to other national insurance — 
benefits as well). 

The danger for lower paid workers in these proposals 
1s obvious. Large numbers of them are not actually covered — 


by company welfare provisions when sick. While the 


government asserts that ‘there are relatively few employees 
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who have to serve waiting days’ for sickness benefit,'* those 
! who are are heavily concentrated among the ranks of 
ot manual workers. 

These proposals are still under consideration. In the 
meantime, it is important to record that from all available 
avidence, the company welfare state widens inequalities 
ather than reduces them, and the partial dismantling of 

1e state’s sickness benefit scheme will widen these differ- 

nees still further. This unequal treatment is reinforced 
by the range of company welfare which is provided almost 
exclusively for those on high incomes. 


oo Top people’s welfare 


i 
> 

4 (1) Cars 
iF, 


For many, the company car represents the most con- 
4 spicuous example of top people’s benefits. But it is only 

. one of a number of benefits ranging from direct financial 
help to housing and health insurance. 

In 1974 a BIM survey asked companies their reasons 
for providing cars. The results showed that ‘the essential 
need for business travel’ and ‘the fringe benefit require- 
ments of employees’ were major factors and that ‘overall, 
companies rate the fringe benefit aspect as more im- 
portant’.?$ 

The survey carried out by Inbucon in 1978 shows a rise 
in the number of higher paid employees with the full use 
_ of a company car; from 55-2 per cent in 1973 to 67:4 per 

cent in 1978. This disguises a marked difference in access 
to a company car even among those who are in the higher 
income brackets. An earlier AIC/Inbucon survey found 
97 per cent of managing directors had sole use of a 
pany car, and this figure declined steadily with status 
O°§ per cent of middle management (who were the | 


J 


' 
bi 


a 


Table 13 Top people’s company welfare 
Fringe benefits other than retirement pensions, 1973/8 


Benefit Proportion of the sample receiving 
benefit in: 


1973 1974 1975 1976 1977 1978 
% % % % % % 


Top hat pension 236 193 203 194 I52 15°6 
Full use of company car §5°2 62°0 606 62:3 638 67-4 
Allowance for regular use 


of own car 1475 123 128 107 86 83 
Subsidized lunches 65°0 64:2 63°6 673 65°9 686 
Subsidized housing I4 oO Ir YO OF TO 
Assistance with house 
purchase 63 47 64 59 74 80 
Life assurance 
up to and incl 3x salary — 531 57:9 588 61:6 62:4 
exceeding 3 x salary — 22:2 2§°§ 27°5 239 26-7 
Free medical insurance 264 301 37:9 373 38°83 441 
Share option scheme 2°§ 4:2. 4°3) 593) §3;7eemore 


Share purchase scheme 51 43 35 4 3°3 3% 


Low interest loans — 2 On 
Bonus 302 326 311 339 33°3 3771 


Source: Survey of executive salaries and fringe benefits, Inbucon, 
1978; reproduced from Royal Commission, Report No. 8, 
Table 9.9. 


lowest rank covered in the survey). The likelihood of 
having a car provided also increased with salary — from 
79 per cent for those on salaries in 1975 of between £5000 
and £9999 to over 92 per cent for those on salaries in excess _ 
of £10,000. oy 
The trend towards providing company cars continues. 
As far back as 1974 a GLC survey revealed that more than — 
one-third of a million cars circulating daily in London were 
to some degree subsidized by companies’ and if the recent “ 
Incomes Data Services (IDS) report on fringe benefits is 
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reflective of more general trends, this total is much higher 
today. IDS’s survey shows that the provision of company 
.- cars reflects the company’s pay hierarchy. Companies 
made provision for two groups of workers; those who 
needed a car for their job and those whose status in the 
sompany required a car. IDS report, for example, that the 
jutomobile Association’s rules are for a director to be 
lowed a Rover, regional personnel officers a Cortina 
600, while the sales force gain Escort 1300s. Staff earning 
.ess than £7500 per annum pay £10 a month for the use 
of the car, but have their petrol and oil expenses re- 
imbursed. Management on higher salary levels receive a 
‘perk’ car and pay no expenses.’” 
The value of having a company car depends crucially 
on a whole series of assumptions. For executives on a salary 
~ of £15,853 per annum in 1975, using the company car for 
private motoring for a third of a total mileage of 10,000 
miles, the value of this fringe benefit in terms of an increase 
of pre-tax salary was £641 before interest charges on the 
loan of buying the car, and {r1o1 once interest charges 
were included. However, if the company car was used 
exclusively for 10,000 miles of private motoring then the 
value of the benefit rose substantially, up to £2039 before 
interest charges or £3699 once interest charges were 
included.’® 
Updating these figures for the same salary in 1980/1 
following the 1980 Budget changes shows that it would 
require a gross increase of salary of £2492 in order to 
finance the value of this fringe benefit out of taxable 
income. If all the 10,000 miles of the car are undertaken 
for private motoring then the value rises to £4901 and the 
increase in gross salary which would be required to pay 
for a car out of taxable income stands at £6698. 
The value of a company car is subjected to tax in only, 
a notional sense. It would be difficult for the Inland 
Revenue to undertake complicated calculations to ascertain 
the value to each individual taxpayer. The Revenue there- 
fore lays down a scale of imputed values. This varies with 
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the cost of the car and the car’s horsepower. In the example 
cited above, the car’s cost was put at £14,129 and the 
calculation applied to a car over four years old. For new 
cars costing over £12,000, an imputed value of £880 is 
given in the current year (1980/1) and this will rise to 
£1050 in 1981/2. For cars over four years old the imputed 
value is reduced by athird. While this scale rateis well below 
the actual value, it is this sum which is added to total income 
and then charged at the marginal rate. For a car, therefore, 
where business use is ‘not insubstantial’, in the current 
year with an imputed value of £880, it would cost the tax- 
payer paying at a marginal rate of 45 per cent £396 per 
year (or with a car over four years old, £263). The scale 
rate is at present reduced by one-half if the car is used 
for 25,000 miles a year or more on business. Moreover, 
from 1981/2 the qualifying mileage will be reduced to 
18,000. Other changes will be made for cars which are used 
for ‘insubstantial’ business use. 


(7) Life assurance and health insurance 


Table 13 also shows an increase in provision of life assur- 
ance for top salary earners: 53:I per cent of executives were 
covered in 1974, and this total had risen to 62°4 per cent 
in 1978. As the Royal Commission noted, assurance 
appears as a fringe benefit in two forms. The life assurance 
is usually an integral part of superannuation arrangements, 
and private medical insurance is also made through BUPA 
and similar schemes. The advantage of paying this 
premium through the company is the size of discounts it 
gains for placing block orders. Free medical insurance for — 
top salary earners has risen at a faster rate than has life 
assurance. The Inbucon 1978 survey shows a growth from _ 
26:4 per cent of top paid employees covered in 1973, rising 

to 44:1 per cent in 1978. Again, both life assurance and 
medical insurance widen inequalities rather than narrow 
them. ; \ ui 


a 


The latest information shows an extension 4 employees 
covered by health insurance schemes. Figures for 1978 
released by the three leading provincial associations - 
British United Provident Association (BUPA), Private 
Patients Plan and Western Provident Association — which 
between them account for 98 per cent of all medical 
insurance, show a membership rise in 1978 of 11 per cent. 
Interpreting these figures, the Financial Times correspon- 
dent, Eric Short, observed that there are now nearly 
650,000 subscribers in group health schemes where the 
employer pays most or all of the contribution. Since under 
many schemes benefit also covers members of the em- 
ployee’s household, about 2 million people will have health 
insurance under company schemes.!® Practically all the 
firms reported in the IDS study giving coverage to senior 
staff with private health insurance admit their families to 
the scheme as well. For example, Abbott Laboratories 
Limited reported that senior staff have free membership 
of BUPA for themselves and their spouses. Other staff may 
join BUPA at the discount rate.?° 
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(322) Housing 


The history of company welfare provision to help em- 
ployees purchase their own homes shows a chequered 


-growth. The Inbucon survey listed 6:3 per cent of top 


employees in 1973 gaining this welfare benefit, falling the 
following year, but rising to 8 per cent by 1978. A later 
survey listed 19 per cent of companies surveyed as pro- 
viding housing loans for their employees. In 1974 BIM’s 
survey gave more details, showing that 39 per cent of 
companies questioned provided bridging loans for their 


_ employees, while 70 per cent provided guarantees to 


building societies. Bridging at the present time, provided 


-at a nil rate of interest, results in the. following benefits 


to employees. On an average-priced house (£23,500 in 


; April 1980) a bridging loan for one a stee amounts to a © 
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welfare benefit valued at £300. If the loan lasts for a year 
the benefit’s value rises to £3500. These benefits are free 
of tax. 


(tv) Loans 


Low interest loans are one of the more recently established 
company welfare benefits. The Inbucon surveys show that 
the number of higher paid employees receiving such a 
benefit rose from 7-2 per cent in 1976 to 9°7 per cent a 
year later, falling fractionally in the following year. The 
Top Salaries Review Body in its sixth report gave details 
of the number of board members and senior executives 
receiving low-interest loans. The percentage of board 
members in September 1973 was 7°8 per cent and senior 
executives 11-6 per cent, while the average size loan for 
the first category was £28,096 and £9233 for the latter 
group. The average interest payment for board members 
stood at 1-4 per cent and senior executives 1-3. (At this 
time bank rates stood at 11-25 per cent:) The Royal Com- 
mission reworked these data to look at the average saving. 
of interest on such loans. They found that in 1973 the , 
average loan to board members saved the recipient £1436 
in interest, whereas the senior executive’s loan saved 
interest payments each year of £1327. , 
Some companies offer loans to employees for a whole 
range of needs, and some provide personal loans in cases 
of financial crises. IDS reports, for example, the Auto-. 
mobile Association allowing loans in such circumstances 
up toa limit of £200. Grindlays Bank allows staff to borrow 
up to 15 per cent of their salaries at §-per cent interest, 
but these loans must be repaid over a maximum of three 
years. Other forms of financial help are given to employees __ 
to help to pay for education fees. Fisons Limited allow 
employees with twelve months’ or more service to receive 
a discretionary ex-gratia grant towards the grant of higher — 
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companies are offered help in meeting the costs of the 
school fees for their children. 

Apart from the significant savings on interest charges, 
loans from an employer to an employee will often be for 
a greater amount than the individual employee could raise 
in the private market. The company benefit is therefore 
-wofold: loans are gained at a considerably reduced rate 
of interest and the employee’s access to capital funds is 
significantly increased. The Royal Commission notes that 
while access can clearly be of great value to the recipient, 
‘there is no practical way in which it can be quantified, 
either for loans or for other access benefits.” The Royal 
Commission adds that such loans were more common in 
the finance sector of industry and that they ‘are common 
at all levels in that sector, and not confined to higher 
income earners’.?? One example of the range of company 
welfare in the finance sector is given in the Select Com- 
¥ mittee on Nationalized Industries’ examination of the Bank 

of England. The Committee reported that company 

welfare benefits offered to employees include home loans 

at 2 or 24 per cent, twenty-year loans at 3 per cent to pay 
for private education, interest-free loans for season tickets, 
| personal loans at 3 per cent and anon-contributory pension 
scheme.?3_ 


if 
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(v) Shares 


Because of tax changes, the popularity of share purchase 
schemes has declined for, as the Royal Commission 
records: ‘Fringe benefits involving company shares are 
very varied, and have changed considerably over time in 
__ response to changes in tax legislation.’?* While there are 
_ two types of scheme, the share option scheme and the share 
- acquisition scheme, each form of company share-issuing 
covers a wide variety of practices. The share option scheme 
_is one characterized by the employee having the option of 
urchasing up to a certain number of company shares in: 


is 
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the future at a price fixed when the option is being granted. 
The popularity of this form of share scheme declined after 
the 1966 Budget when share option gains were generally 
taxed as income at the time the option had been given to 
the employee. Relaxations’on this ruling in the 1972 and 
1973 Budgets were again reversed in the 1974 Finance Act. 
On the other hand, share acquisition schemes enable an 
employee to acquire company shares, and any difference 
between the value of the shares on acquisition and the price 
paid for them counts as income. 

While there is no comprehensive information which 
would allow estimates of the value of either scheme to 
employee participants, the AIC/Inbucon 1975 survey did 
provide data on the level of participation in the schemes 
at different levels within the company hierarchy. It 
reported that 11-5 per cent of managing directors had 
benefited from the share option scheme, together with 6-9 
per cent of the share purchase scheme. The average for 
all companies was 4°3 per cent in the option share scheme 
and 3-5 per cent in the share purchase scheme. Like 
managing directors, secretaries of public companies had 
a higher participation rate of 8-5 per.cent for both schemes. 


(v1) Food 


Although the benefits of free or subsidized foods are more 
widely spread than most other company benefits, the 
inequality in reward is still very much in evidence. Meals 
in employers’ canteens are free of tax and this tax exemp- 
tion applies whether the meals are provided for manual 
workers or directors. The 1968 DE Labour Costs Survey 
found that while only 8-7 per cent of employers provided 
luncheon vouchers, 59°2 per cent provided ‘canteens, 
restaurants and other food services’. The 1973 BIM survey 
reported that 37 per cent of companies in their sample 
provided free luncheon vouchers and three-quarters of — 
companies provided a canteen or restaurant. The same 
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‘survey showed that only 8 per cent of companies provided 
meals at cost, while the vast majority served subsidized 
meals to their employees. 

Ironically, the chance of gaining a free meal increases 
with status: § per cent of manual workers gain free meals 
compared with 20 per cent for top managers and, of course, 
tax-free benefits also are more valuable to higher than 
ower income earners. The IDS study shows subsidized 
neals as being one of the most common forms of company 
welfare, and that the higher the person is in the company’s 
hierarchy the greater the size of the subsidy. The Thomas 
Cook Group, for example, have subsidized canteens in 
Peterborough and London where the average meal of three 
courses costs around 75p. Staff pay only for the cost of 
the food, but those staff at the top of the hierarchy have 
free meals in the management dining-room.*° 

The Royal Commission tried to estimate the total value 
of company welfare for five employees positioned at dif- 
ferent points in the company hierarchy in July 1975. They 
took salaries ranging from almost £5500 to over £24,000. 
The cost to an employer of superannuation and fringe 
benefits for these employees ranged from £988 a year up 
to £6909 for the highest paid. The percentage added to 
salary costs for providing company welfare amounted to 
18 per cent for the employee on £5500 to 29 per cent for 
the highest paid employee in the example.?¢ 


Conclusion 


Company welfare benefits have grown considerably in 
_ Yange over the past few years and we have seen that for 
_ some employees the company welfare state now extends 
not only to pension and insurance provision but also to 
__ cheap loans, assistance with house purchasing, free medical 
insurance, share purchase schemes and the provision of a 


The Company Welfare State 153 


company car. Not all these benefits are universally shared 
— not even among top people. Some, like cars, are strictly 
hierarchical, the larger cars going to top salary earners; 
others, like loans or shares, are taken up by top executives 
and are restricted according to the type of jobs; others, like 
meals, are technically available to the workforce as a whole, 
but even here, what is offered often reflects relative status 
within the organization. Even the most generous of 
company welfare benefits favours highly paid workers, 
discriminates against manual workers, and so increases 
class differences. 


' "extreme concentration of holdings was found in land, 


9. Inherited Power and 
Welfare 


Information presented in the earlier part of the book on 
the distribution of income and wealth is once again relevant 
to the discussion in this and the following chapter. Chap- 
ter § was concerned with plotting the unequal distribution 
of wealth and showing how limited had been any redistri- 
bution to lower income groups. We are now concerned 
with looking at that aspect of wealth which gives rise to 
what is generally called unearned income, i.e. those assets 
which generate income, rent or dividend payments to the 
owner. We shall be particularly concerned with which 
groups are in receipt, and with the value of this unearned 
welfare. 

At the turn of the century a group of churchmen pro- 
duced a book which they called Property: Its Duties and 
Rights. In his chapter on the ‘Evolution of Property’, 
L. T. Hobhouse distinguished between the two functions 
of property which he listed as ‘the control over things, 
which gives freedom and security, and the control over 
persons through things, which gives power to the owner.” 

The unequal! distribution of property, which gives the 
owner ‘contro! over persons’ as well as unearned income, 
was noted by studies carried out in the 1950s including 
that conducted by H. F. Lydall and D. G. Tipping. 
Examining the composition of portfolios in 1954, they 
found that the wealthiest 1 per cent of the population 
owned 81 per cent of company stocks and shares; the top 
_§ per cent, 96 per cent of company stocks and shares; and 


this percentage rose to 98 per cent for the wealthiest 


Io per cent of the community. A similar, though not so 
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building and trade assets. Here the top 1, 5 and 10 per 
cent owned 28 per cent, 58 per cent and 74 per cent 
respectively of these assets. The same groups owned 42 per 
cent, 71 per cent and 83 per cent respectively of govern- 
Ment securities.” 

The concentration of wealth in certain forms by the very 
rich was again highlighted in the findings of J. R. S. 
Revell’s study on the wealth portfolios of men aged 
between fifty-five and sixty-four. Whereas men with assets 
of £3000 had 20 per cent of those assets in cash or bank 
deposits, those with assets of over £250,000 had only 
8 per cent of their assets in this form of wealth. However, 
whereas the £3000 man had only 3 per cent of his portfolio 
in company securities, the man with assets of over £250,000 
had 38 per cent of his portfolio in company shares. The 
wealth of those at the bottom end of the income scale was 
then, as now, much more likely to be in the form of cash, 
bank deposits, building society deposits and the part 
ownership of an owner-occupied house.? 

Additional evidence on the spread of asset holdings 
between different groups was provided by a survey carried 
out in 1968 for the Association of Building Societies. This 
showed that whereas manual workers and pensioners made 
up almost 70 per cent of the population, they accounted 
for only 1§ per cent of all shareholders. In addition, they 
held 64 per cent of all national savings bank accounts and 
a total of 74 per cent of Trustee Savings Bank accounts.” 

The unequal distribution of property, which gives power 
over other people as well as an unearned income, still exists 
and can be seen from more recent data. Indeed, one way 
of distinguishing which assets are likely to be owned by 
the very wealthy is to consider which are likely to give _ 
power over third parties. While National Savings Certifi- 
cates and Premium Bonds are no doubt of considerable — 
importance to their owners, their ownership can hardly be ~ 
considered as directly affecting the lives of other people. ig 
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able power of choice to the owner, again does not directly 
affect the lives of other people — except for that small 
minority of residential property which is rented. 

The same cannot be said for the ownership of shares 
and debentures in companies or the ownership of land. 
These are key assets in the exercise of power over other 
people (even if that power is operated through third 
parties) and the ownership of these assets is markedly con- 
centrated in the hands of the very wealthy. For example, 
of all shares and debentures in companies, 41-1 per cent 
were owned by wealth holders in the £50,000 to £200,000 
range in 1975, while those wealth holders with assets over 
£200,000 owned 30:6 per cent of shares and debentures. 
The ownership of land is similarly concentrated. Those 
* owning wealth valued between £50,000-£200,000 and 

over £200,000 owned 43:2 and 27°4 per cent respectively 
of all land in 1975. 

_ An equally important way of examining which wealth 
is owned by different groups of the population is to 
examine the composition of assets for different wealth 

: holders. Such an analysis shows that for those listed with 
| net wealth of £5000 but less than £10,000 in 1976, a 
{ fraction over half (50:2 per cent) of that wealth was to be 

found in dwellings and a further 20-4 per cent in life 
policies, and only o’5 per cent in land, 0-9 per cent in listed 
ordinary shares (including unit trusts) and 0-2 per cent in 
company securities. In contrast, asset holders with wealth 
valued in excess of £200,000 had only 13-1 per cent of their 
wealth in dwellings and a mere 2:7 per cent in life policies, 
‘but had invested 20 per cent of their wealth in land, 14:3 
"per cent in company securities and 21-8 per cent in listed 
ordinary shares.> 
Unearned income is heavily concentrated in few hands 
for the simple reason that it is linked with only certain © 
forms of wealth holdings. Of course, the living standards 
of an owner-occupier are increased as a result of the 
_ imputed rent derived from the building which he occupies. 
Similarly, durable consumer capital goods also increase the 
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living standards of those lucky enough to own them, just 
as the receipt of an occupational or state pension makes 
a major difference to the lifestyle of the pensioner. Income 
from these assets excluded from the traditional calcula- 
tions on unearned income but, as Tony Atkinson notes, 
‘the figures also exclude an important element of income 
accruing to the top wealth holders — capital gains — and 
in quantitive terms these may be at least as significant.’ 
In Table 14, on the percentage of investment income going 
to different income groups, we see that unearned income 
is heavily concentrated among those who are at the top 
end of the income scale. Even allowing for the way the 


Table 14 Distribution of earned and investment income, 1975/6 


(1) (2) (3) (4) 
Income group Earned (1) as per- Invest- (3) as per- 
income centage of ment centage of 
(£bn) total income total 
earned (£m) invest- 
income ment 
income 
Top 1 per cent 3280 48 1080 27°6 
2-5 per cent 7320 10-7 743 19:0 
6-10 per cent 7050 103 328 8-4 
Top 10 per cent 17,600 25°38 2150 550 
11-20 per cent 11,600 17-0 383 98 
21-30 = per cent 9440 13°8 297 76 
31-40 ~—s per cent 8070 11-8 250 6.4 
41-§0 _—s per cent 6360 9:3 239 Or 
51-60 per cent 5060 74 203 5:2 
61-70 per cent 3760 5°5 172 44 
71-80 —sperr cent 2800 41 109 28 
81-90 __— per cent 2120 31 74 18 
QI-I100 per cent 1500 22 352 og 
68,400  100°0 3910 100°0 ¥ ‘ 


Source: 


Royal Commission data, reworked. 
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table is computed, as Tony Atkinson suggested about an 
t earlier series of data, ‘the higher return earned by the 
wealthy would quite possibly turn out to be a genuine 
phenomenon.’”® 

The evidence in the table shows that the already unequal 
distribution of earned income is only one part of the 
*‘nequality in the share of total income in the community. 
\nd while there has been a reduction in the inequalities 
n unearned income over the past few years, the reductions 
aave been small and: have hardly affected those at the 
bottom of the income distribution. Indeed, the latest avail- 
able data show that the richest 1 per cent of income groups, 
while commanding 4:8 per cent of all earned income 
(£3280 m), secured 27°6 per cent of investment or un- 


ae 


earned income (a further £1080 m). Similarly, the top 
eh 2 tO 5 per cent in the income group, while gaining 10°7 
a“ per cent of earned income, were also allotted 19 per cent 
H 5 of investment income. As a group, the top ro per cent of 
7 income earners gained 25°8 per cent of all earned income 


in 1975/6, together with a staggering 55 per cent of all 
investment or unearned income. 

One possible justification for the maldistribution of 
unearned income is that people should be free to forego con- 
sumption at the present time (i.e., to save) so that they 
can use these savings as a form of income at a later date. 
If the present distribution of personal incomes were more 
even, this argument might hold some force. Moreover, 
even in-an egalitarian society, one would expect older 
members of the community to have larger assets than 
younger members. But the present distribution of wealth 
in this country can hardly be explained in terms of personal 
savings.’ On the basis of their calculations, the Royal: 
Commission observed that one would expect the top I per 
cent to own something between 3 and 7 per cent of personal 
wealth instead of the 22-5 per cent given by the Inland 
Revenue for 1974, while the top 2 to 5 per cent of wealth 
owners could expect to possess between 11 and 17 per cent 
of wealth instead of the 21 per cent recorded by the Inland 
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Revenue. Similarly, the Royal Commission estimated that 
the poorest 80 per cent of the population could expect to 
own over 40 per cent of the wealth if the distribution of 
wealth was determined by savings, instead of the 23:7 per 
cent allotted to this group in the Inland Revenue figures.® 
There are indeed other explanations for the accumula- 
tion of wealth, and particularly that wealth which gives 
rise to unearned income. One key factor is the role of 
inheritance. The Royal Commission showed that 75 per 
cent of the richest 1 per cent’s wealth was accounted for 
by inheritance. Transmitted wealth accounted for 52 per 
cent of the wealth holdings of the richest 2 to § per cent 
of the population. Not surprisingly, given the distribution 
of wealth, the bottom 80 per cent inherited next to nothing. 
' The importance of inheritance in explaining the mas- 
sively unequal distribution of wealth has been established 
by the work of Professor Harbury and David Hitchens. 
Harbury looked at the wealth of matched pairs of indi- 
viduals from different generations of the same family, and 
commented: 


If there is one firm conclusion that seems to stand out 

. it is that inheritance is the major determinant of 
wealth inequality. The proportions of top wealth leaders 
who are preceded by wealthy fathers since the mid-fifties 
was shown, on what might be regarded as conservative 
assumptions, to be in excess of 60 per cent. Nearly three- 
quarters of the rich men in the sample had fathers whose 
fortunes were ten or more times the minimum needed 
to qualify for inclusion in the top ro per cent of the 
wealth distribution. In contrast, on the assumption of 


no association between the wealth of fathers and sons 


one would expect less than I per cent to have been born 
to rich fathers.? 
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; their wives inherited from their fathers. And he concluded 
se by observing, ‘without question, the firmest conclusion to 

emerge from this study is that inheritance is the major 

determinant of wealth inequality.’?° 


Conclusion 


This chapter has made a distinction between wealth which 

increases the status and dignity of the owner and that which 

gives power over other people. This second form of wealth 
is not only highly unequally distributed but results in an 
unearned income and so helps guarantee the owner a higher 
standard of living. In this sense, unearned income acts in 
the same way as do traditional welfare benefits, although 
thei: distribution is almost totally limited to the top 
echcluns of society and the benefits are infinitely more 
generous At the same time, those who are on high earnings 
no! only gain considerable tax and company welfare 
benefits but are able to buy themselves into the private 
market welfare state. We now turn to examine the two 
_major private welfare states in a little more detail. 


10. he Private Market 
Welfare State 


The continued gross inequalities in earned income, sup- 
ported, as we have just seen, by an even more unequal 
distribution of unearned income, ensures that top earners 
enjoy high living standards and the option of buying 
themselves into the private market welfare state. Two 
aspects of the private market are considered here. The first 
is the growth of private health care both within and outside 
the NHS. The forms by which public subsidies are given 
to this welfare state are examined, together with the way 
in which this welfare state locks into the company welfare 
state. The second private welfare state examined here is 
the private provision of education. The gains in life chances 
for the pupils, and the means by which public schools are 
funded from the taxpayer’s purse, are considered in the 
second half of the chapter. 


Private welfare state: health care 


Two of the most important human commodities available 
are health care and education. Both contribute immeasur- 
ably to personal and family welfare and both can be bought __ 
ata price. The unequal distribution ofearnedand unearned 
income, reinforced by key tax concessions, allows some 
people the income with which to buy private health care. — 
The Royal Commission on the National Health Service 
listed the five main forms in which this private market 
welfare state operates. Here we are concerned only with 
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in private hospitals and nursing homes, together with its 
. provision within the National Health Service. 


(i) Care outside the NHS 


Looking at the size of private health service expenditure, 
Aichael Lee has shown that while the total budget on 
ivate care has increased by 7-9 per cent in constant 
jrices in the years 1970 to 1976, there is a marked 
difference between the growth in expenditure in the NHS 
and the independent hospitals. Lee shows that over the 
same period of time expenditure on private care in NHS 
hospitals rose on average by o-1 per cent while that in 
the private hospitals increased at a rate of 13°7 per cent. 
+f Lee draws attention to the ‘distinct shift’ in expenditure 
from NHS private beds to independent hospitals since 
1974, which ‘can be simply attributed to the uncertainties 
arising then on private beds in NHS hospitals’. One 
explanation is that industrial action affecting NHS 
Be hospitals and private beds clearly affected trends from 1974 
e | and the phasing out of NHS beds acted as a further 
recruiting agent for the private sector. Lee notes that 
| before 1974 independent hospitals gained some §0 to 55 
per cent of total private health services expenditure. By 
1976 they had cornered 69 per cent of private health service 
expenditure. ‘In the two years from 1974, private health 
care expenditure in independent hospitals expanded in real 
terms by about one quarter.’? 

The key indicator of long-term planning for private 
health care is to be found in the subscription lists to those 
organizations covering the cost of private health care. 
Shortly after the establishment of the NHS, 120,000 
= persons were insured for private health care, a total which 
had advanced to over 2 million by 1971. A peak was 
reached in 1974 when the insured population totalled 2°3 
million. The total number insured fell slightly in 1975 and 
1976 and this decline ‘may well have been linked directly 
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to the uncertainties and controversies of the pay-bed 
dispute’. It may, too, have been due to the broad economic 
problem of rapid inflation, rising unemployment and 
falling real incomes.’ More recently, the number covered 
has begun to grow again: up to 2:25 million in 1977, 
rising to 2:38 million a year later and jumping to 2-76 
million in 1979 (a rise of 15°8 per cent). 

Important in the renewed growth of private medical 
insurance has been the role of the company welfare state. 
We saw earlier in Chapter 8 that companies are increasingly 
providing medical insurance, not only for their employees 
but for their employees’ families. Even if the employee’s 
family repays the company, companies gain membership 
at discount rates. Not surprisingly, therefore, demand 
from company schemes has been increasingly faster than 
that from individuals themselves. Indeed, while over the 
period 1966/71 the number of individual subscribers rose 
by an annual rate of 2-7 per cent, it then fell by a rate 
of 3°8 per cent in the year up to 1976, falling by 6°5 per 
cent in 1977 and 3:1 per cent in the following year. This 
decline has been more than offset by companies taking 
out private medical insurance for their employees, with 
a massive rise of 8-6 per cent and 19-1 per cent in 1978 
and 1979 respectively. In addition to the boom in company 
subscriptions the private sector has been recruiting more 
controversial clients. Reports have appeared of subscrip- 
tions taken out for certain police forces* and electrical 
contracting employees.* But despite these latest recruits, 
it is important to recall the information presented in the 
previous chapter on the company welfare state, which 
showed that access to private health care is still over- 
whelmingly limited to high-income earners and their 
families. 


(ti) Private care in the NHS 
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centre of an increasingly bitter political fight over recent 
years. Allowing private medicine in the National Health 
Service was conceded in the establishment of the NHS. 
Aneurin Bevan defended his decision on the grounds that 
this was preferable to the development of a separate private 
health service and would ensure the cooperation of the 
medical profession. 

While junior doctors, nurses and other health service 
workers were all to be full-time employees of the NHS, 
consultants were allowed to choose either to work full-time 
for the NHS or to work part-time. Maximum part-timers 
receive nine-elevenths of a full-time salary and are allowed 
to undertake private practice. Currently, some 43 per cent 
of consultants have full-time contracts and 47 per cent 
are maximum part-timers. This ratio varies according to 
discipline — for example, over 90 per cent of geriatricians 
are full-time consultants, while in other areas most con- 
sultants are involved in private medicine; almost 90 per 
cent of general surgeons, for example, have some private 
practice. 

While the 1946 Act allowed what are called pay-beds 
within the NHS, the Labour Party’s October 1974 election 
manifesto reaffirmed the party’s commitment to ‘phase out 
private pay-beds from NHS hospitals’. The Health Ser- 
vices Act 1976 provided that 1000 of the 4444 pay-beds 
would be phased out by the Secretary of State within six 
months, after which the task of phasing out would become 
the responsibility of the independent Health Services 
Board which would operate under terms laid down by the 
Act. 

The 1979 Conservative election manifesto made two 
promises in respect to the private market in health care. 
The first was to allow pay-beds to be provided where there 
was a demand for them; the second concerned the restora- 
__ tion of tax relief on employer/employee medical insurance 

_ schemes. The 1980 Health Services Act abolishes the 
Health Services Board, ends the enforced withdrawal of 
pay-beds from the NHS, introduces amended provisions 
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for control over private practice and transfers to the 
Secretary of State the powers of the Board to control the 
development of private hospitals. So private practice 
within the NHS continues, at least for the time being. 

One of the key objections to allowing this private welfare 
State to flourish in the NHS is the queue-jumping by those 
who are able to buy immediate admission, and this charge 
was considered by the Royal Commission on the NHS. 
It was reported to the Commission that hospital staff, 
including junior doctors, nurses and domestic staff, were 
expected to provide services for private patients outside 
their normal range of duties without additional pay, and 
that payment was not always made when hospital equip- 
ment and facilities were used for private work. However, 
the most ‘frequent and serious’ allegations made to the 
Commission concerned the speedier admission of private 
patients, either to pay-beds or, after a private consultation, 
to NHS beds. 

On this charge the Royal Commission noted: 


We have no firm evidence that such abuses are extensive, 
and we consider that it should be possible to deal with: 
them administratively. Nevertheless, we regard it as 
important not only that the NHS should be fair to all 
its patients, but also that it should make every effort 
to be seen to be fair, and we deplore such ‘queue 
jumping’. - ; 


The Commission reported that agreement had been 
reached between the health departments and medical 
profession on the introduction of common waiting-lists 
for urgent and seriously ill NHS and private patients. The 
Commission welcomed this move, adding that they hoped — 
these arrangements would be extended to all” hospital 
patients.°® 


While private medical insurance does not directly qualify 2 


for tax relief, there are a whole series of hidden subsidies _ 


from the public purse. The private sector does not ha’ 
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to incur the expense of training its own doctors, nurses 
and other staff, but relies on those trained in the NHS. 
Very few of the private hospitals have so far been approved 
‘ by the General Nursing Council for Training Nurses, and 
5" postgraduate medical training takes place exclusively 
within the NHS. While accepting that pathology and 
radiology carried out in the NHS for private patients is 
normally paid for, the Royal Commission on the NHS 
‘eported that the availability of such facilities may relieve 
he private sector of providing what might in some cases 
de an uneconomic service.’ These subsidies to private 
medicine overwhelmingly benefit richer groups. Earlier it 
was noted that the main boom in private medicine had 
come from the company sector purchasing subscriptions 
for their employees. Yet in the company welfare state 
chapter it was noted that this benefit was bought out of 
gross income and was restricted to high-income earners 
and their families. In this way the provision of private 
medical care helps to widen still further class differences in 
Britain. 
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Private welfare state: education 


The public schools represent the most conspicuous junc- 
tion between economic and social privilege. Two con- 
siderable advantages follow from them: first, access to 
Oxbridge; second, access from Oxbridge to positions of 
political and economic power. In fact, the term ‘private 
education’ is misleading. The extent of tax subsidies 
available to fee-paying parents and to the schools them- 
selves, combined with direct public purchasing of school 
places, gives them a very large measure of public support. 
Aer The fees alone for private education suggest that this 
_ -is a private market catering for the very top end of the 


income scale. In fact, as we shall see, they are heavily 


The Private Market Welfare State 167 / 


subsidized while doing so. In 1979, the average annual 5 
day-fees stood at £1038 and average boarding fees stood , 
at £2289. By 1980, Eton’s fees had risen to £3300 a year 
while Millfield’s had reached £4350. Not surprisingly, | 
therefore, private schools are used overwhelmingly by 
the social elite of this country. But before looking at the 
subsidies to private education we first need to look at 
the numbers using the private market in education and the 
dividends which arise from this, both in respect to entrance 
to Oxbridge and the wider job opportunities which follow. 


(1) Who gains? { 


The only comprehensive figure of the social background 
of fathers of pupils at public schools was reproduced in i 
the report of the Public Schools Commission. This shows 
that day pupils and, even more so, boarders, were over- ; 
whelmingly drawn from parents in social classes 1 and 
2. Over eight out of ten pupils at day-schools came from i 
middle- and upper middle-class homes. A similar propor- 
tion of children from social classes 1 and 2 occupied 
boarding-school places, although here one in ten boarding 
places go to the children of parents in the armed forces.® 
That one of the advantages of attending a public school 
is easier access to Oxbridge can be seen in the over- 
representation of pupils from these schools at Britain’s _ 
most prestigious universities. First, entrance to Cam- “ 
bridge. While the maintained schools account for 82:2 per 
cent of the school population, they represent only 47°5 Es 
per cent of applications to Cambridge and only 42-4 per 
cent of those who were accepted came from this sector. 
On the other hand, independent schools whose pupils make 
up 109 per cent of the school population accounted for 
23°1 per cent of applications and 28°5 per cent of the places 
in 1979. While regulations in 1975 forced direct grant 
schools to choose between total independence or joining — 
the state system, recent entrance to universities is still 
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under increasing discussion recently is access to top 
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classified by whether or not a pupil’s school was direct 
grant. On this basis direct grant school pupils, while 
amounting to 6:8 per cent of the school-rolls, put in 14-1 
per cent of the applications and won 17:1 per cent of the 
places at Cambridge. Similar figures exist for admissions 
to Oxford. Students from maintained schools won only 
47°3 per cent of the places, while independent and direct 
grant school pupils gained 35 per cent and 14°6 per cent 
of places respectively. 

While some people might try to argue that pupils from 
the private sector of education are more intelligent and 
therefore win more places at Oxbridge, the evidence 
suggests otherwise. Entrance to Oxbridge has been 
analysed on the basis of value of ‘A’-level scores. The 
calculations are on the basis of three ‘A’-level results and 
adding together the score for each pass where a grade A 
scores five points, falling to grade E which scores one point. 
An examination of the ‘A’-level scores of entrants to 
Cambridge in 1976 shows that those admitted from 
independent schools had, on average, lower grades than 
entrants from maintained schools. A similar result is shown 
when analysing the scores of successful applicants to 
Oxford University in 1980. If pre-‘A’-level candidates are 
excluded; the proportion of acceptances scoring the highest 
marks in their ‘A’-levels are shown to be pupils from 
maintained schools. But despite this, only 66 per cent of 
those with top scores from maintained schools gained 
entrance to Oxford in 1980, compared with 74 and 72 per 
cent respectively of top scorers from independent and 
direct grant schools. 


(#1) Top jobs 
A place in Britain’s private-market educational system not 


only eases access to Oxbridge but leads to top jobs and 
completes the circle of privilege. One area which has come 
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positions in the Civil Service. A report of the House of 
Commons’ Expenditure Committee observed a bias 
towards Oxbridge graduates, arts graduates and ex-pupils 
of independent schools in the choice of administrative 
trainees in the Civil Service. Figures for 1978 show that 
while 64 per cent of applicants came from maintained 
schools, this group accounted for only 45 per cent of 
appointees. In contrast, while only 12 per cent of those 
who sat the qualifying test came from direct grant schools, 
pupils from this background made up 21 per cent of 
administrative trainees appointed in 1978. Similarly, 21 
per cent of applicants came from independent schools and 
they gained up to 29 per cent of offered places as 
administrative trainees. 

The alleged bias towards public school pupils and 
Oxbridge students was examined by the Civil Service 
Commission. The Commission reported in the following 
terms: ‘All of us, civil servants and outsiders alike, are 
satisfied that the discrimination which the Commission 
exercised in its selection is essentially related to the needs 
of the job and the qualities required in an administrator 
in the Civil Service.’? This conclusion has been heavily 
criticized by Robert Maze, a former statistician in the Civil 
Service Department. Specifically, he has challenged the 
Commission’s findings which explain away any bias in 
favour of Oxbridge graduates on the grounds that a higher 
proportion of applicants had first-class degrees and that 
a higher proportion of Oxbridge graduates generally 
applied to become administrative trainees. 

Robert Maze bases his counter-argument on an analysis 
of 600 candidates who applied to be administrative trainees 
in 1975. He found that candidates from Oxbridge and 
private schools, and men, were given higher Civil Service 
selection board total marks on written tests than their 


individual scores and rates seemed to justify. He found 


even stronger ‘unsupported bias’ in favour of Oxbridge 


in the subjective assessments of behaviour. “These subjec- : 
tive judgements cannot be viewed as valid measures of the . 
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candidate; indeed they may well tell us more about the 
assessors than about the assessed.’ Maze added, ‘Among 
candidates of the same ability as measured by every test, 
exercise and subjective assessment of personality and 
intellect, those from Oxbridge have a better chance of 
selection in the final judgement.’!° 

Administrative trainees are viewed as the high-fliers in 
the Civil Service, and will supply many of tomorrow’s 
senior civil servants. The overlap between use of the 
private-market educational system and the admission to 
top jobs can be seen in the summary table below, which 
shows the heavy concentration of public schoolboys in 
certain occupations. For example, in 1971 80 per cent of 
High Court judges and 83 per cent of directors of major 
insurance companies had been beneficiaries of the private. 
educational system; 78 per cent of members of the 
Conservative cabinet in 1970 went to public schools 
compared with 91 per cent in the present administration. 


(iit) Who pays? 


In one sense public schools are appropriately named, for 
many of the pupils are heavily subsidized from the 
Exchequer. The system of subsidies covers tax concessions 
for parental fees, free or subsidized places from local 
authorities, the armed forces or the Civil Service, the 
charitable tax concessions of public schools themselves and 
a free supply of trained teachers from the state sector. We 
need to look in a little more detail at each of these subsidies. 
The tentacles of'the tax welfare state have worked their 
way into the private market for education. The average 
_ fees for boarding school are far more than an unemployed 
_ family with a couple of children gain in supplementary 
benefits in an entire year. Many families using the private 
___ market for education send two or three children to public 
_ schools. Except for the super-rich, this requires careful 
_ funding of school fees to gain the maximum tax conces- ~ 


a 


Tablers Percentage* of public-school-educated holders of various 
elite jobs in Britain 


The establishment 
The Civil Service, under-secretary and above (1970) 62 


High Court and appeal judges (1971) 80 
Church of England bishops (1971) 67 
Education 

Vice-chancellors, principals and professors in English 
and Welsh universities (1967) 33 
Heads of colleges and professors at Oxford and 
Cambridge (1967) 49 
Commerce and industry 

Directors of forty major industrial firms (1971) 68 
Directors of clearing banks (1971) 80 
Directors of major insurance companies (1971) 83 
Politics 

Conservative Members of Parliament (1970) 64 
Conservative Members of Parliament (1974) 73 
Conservative Cabinet (1970) 78 
Labour Members of Parliament (1970) 8 
Labour Members of Parliament (1974) 9 
Labour Cabinet (1970) 29 
Base line 

Fourteen-year-olds at school in England and Wales 
(1967) 26 


*Percentages rounded. The percentages are the total in each 
group whose education is known. All public schools are included, 
but not other independent or direct grant grammar schools. 


sions. The main schemes operate in the following ways. 


Both capital and income schemes exist to help minimi 
the cost of school fees. If parents are investing a cap 
sum, then annuity trust schemes have the advantage 
that there is no income tax levied on the money paid 
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is very attractive to high income taxpayers. Similarly, 
whether any capital transfer tax is payable when capital 
is being moved around to pay future school fees partly 
depends on who gives the money. If payments are made 
by the parents solely for the maintenance, education or 
training of their children, such capital payments are free 
of capital transfer tax either when the money is first 
nvested or when the fees are paid. If the grandparents, 
or somebody else, give a capital sum for school fees, the 
money they eventually pay over for school fees will count 
as gifts for capital transfer tax. However, if the payment 
from non-parents is made on the basis of an interest-free 
loan repayable on demand to the grandparents of the child, 
and the parents invest the money in a trust for the 
education of their children, there will be no capital 
transfer tax charge. If the party making the gift writes 
off the loan at a rate of £2000 a year (or £4000 if both 
grandparents are involved) the capital gift can be written 
off over the years without paying capital transfer tax. 

If parents are paying for school fees out of current 
income there are a number of schemes to help meet the 
fees at minimum cost, but most of them involve the parents 
taking out a series of investment-type life insurance 
policies, one of which falls due each year during which 
the children are at school. We saw earlier how life insurance 
policies gain a subsidy from the Exchequer, and important 
as these tax subsidies are, they are small in comparison 
with the two other major subsidies underpinning this 
private market welfare state. These are the free places 
bought for employees by public bodies in the private 
educational market and, secondly, the subsidies the private 
sector of education gains by way of charitable-status. 


(iv) Public’s stake 


A major subsidy to the private educational system comes 
from the purchasing of school places by public bodies, 


ey. 
wee 


— 


The Private Market Welfare State 173 


Free or subsidized places can be provided by local 
authorities. The 1976 Education Act laid down that those 
local authorities wishing to buy places at independent 
schools had to obtain the approval of the Secretary of State. 
This would be granted only on certain conditions; for 
example, that there was a shortage of suitable places in 
LEA maintained schools, or a need for denominational 
education or of boarding-school education. Surprisingly, 
80 per cent of applications were approved by the Education 
Secretary.!! Since May 1979, however, with a change in 
the law — one of the first decisions of the incoming Tory 
government — educational authorities have been free to 
buy places in the private education market without first 
seeking the approval of the Education Minister. 

The number and cost of these places is considerable. 
In February 1977 the Times Educational Supplement 
carried a national survey which put LEAs as the purchasers 
of 40,000 places at independent schools. The estimated 
cost in 1966/7 was £23 million, although Rick Rogers 
remarks that the total subsidy from local authorities was 
well in excess of this sum. Citing figures from the 
Chartered Institute of Public Finance and Accountancy 
(CIPFA), Rogers put the total sum at £39°4 million in 
1977/8. However, this total excludes the amount local 
authorities spent in providing special education in the 
private sector: £47°5 million in the same year. CIPFA 
estimate the subsidy rising to £85:2 million for non- 
handicapped pupils’ fees in the private sector in 1978/9. 

Despite the Labour government’s attempts to limit the 
number of places bought by local authorities, recent figures 
suggest that the government’s objectives were thwarted. 
Rogers quotes Trafford as an example which, while 
operating a cash limit of £27,000 for funding non- 
handicapped, non-denominational pupils at independent 
schools, was nevertheless able in 1978/9 to secure 1300 


denominational and 530 non-denominational places in the — 
private sector. Similarly, Lancashire was listed ina Com- — 
mons reply as buying 566 places for non-handicapped and ~ 
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oo 
183 places for handicapped pupils in the private sector, 
yet was funding 2574 places in 1978/9. 

These figures will probably show a further increase 
when the government’s Assisted Places scheme comes into 
operation. The latest statistics show that about 460 of the 
1100 schools invited to participate in the scheme have 
yffered 13,000 places. According to this source, ‘some of 

hose applying for the highest proportion of assisted places 
re the thirteen former voluntary-aided grammar schools 
chat went independent, rather than going comprehen- 
sive.’!? The latest estimate of the cost of the Assisted Places 
scheme shows that the project has been scaled down by 
‘ about half of the original estimate. Nevertheless, it is 
q proposed that the scheme should begin in 1981 at an initial 
4 cost of £3 million and will cater for about 6000 children 
a year by 1983/4.*® 

A second major consumer of the private educational 
system is the Ministry of Defence. Ever since 1955, parents 
working in the armed forces have been eligible for allow- 
ances aimed at helping those parents provide ‘a con- 
tinuity of education for their children’. While all ranks are 
eligible to apply, this subsidy goes overwhelmingly to the 
; highest paid groups in the armed forces, 67 per cent of 
: the allowances being taken up by the officer class. In 
i 


1978/9 9030 of the 39,725 male officers took up boarding 
allowances for their children. While the other ranks made 
¢ up 263,673, only a fraction over 4000 of them gained an 
le allowance. Rogers puts the cost, including travelling ex- 
penises and the cover for claimants’ tax liability, at around 
£23 million. Children from the non-officer class are seen 
to be the big users of LEA day-schools in this country 
as well as the British Forces schools abroad. 
The third consumer of private education is the diplo- 
matic corps. Children of diplomatic staff are also eligible 
_ for boarding-school allowances, as well as travelling fees 
and day-school fees abroad. In 1978/9 this cost a little in 
excess of £5 million. Similar arrangements apply to the 
staff employed in the overseas development administra- 
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tion. Rogers estimates that costs here total £2-7 million. 
Rogers believes that much of the public data underestimate 
the true cost of buying these places in the private education 
market. He cites research by the Campaign for Compre- 
hensive Education which highlighted the failure to cost 
accurately the fares of children whose fees are paid by the 
Ministry of Defence, diplomatic staff and overseas de- 
velopment administration. The campaign came up with a 
minimum estimate in 1978 of £15 million and a maximum 
of £62°5 million (and the margin is so fantastically wide 
because public bodies are unwilling to make available the 
full information). Updating these figures for inflation, 
Rogers puts the corresponding totals at £18 million and 
£75 million by 1979. 


(wv) Charitable gains 


The second form of subsidy to the private education 
market comes by way of charitable status. The tax con- 
cessions allowed to private schools follow directly from 
their charitable status. In the first place, organizations or 
trusts established for charitable purposes are exempt from 
income tax, corporation tax and capital gains tax, providing 
the income or gains concerned are applied to charitable 
purposes only. In general there are no provisions for 
income tax relief to a donor for donations made to charities. 
However, where an individual executes a deed of covenant 2 
binding himself to make annual payments to acharity,he 
can obtain income tax relief for the charity of the tax he __ 
has paid on the gift. The same rules apply to companies 
who execute covenants who obtain corresponding relief 
from corporation tax. 

From 1981/2 onwards, the tax relief allowed to individ- _ 
uals for covenants in favour of charities can be claimed — 
at the higher rates of tax, subject to a ceiling of relief of © 
£3000 per annum, and the time limit over which covenants 


run has been reduced from over six years to over three 
fy 
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years. The exemption from capital transfer tax for transfers 
to charities on death or within one year of death has also 
been raised by £200,000. While it is difficult to estimate 
accurately the tax value of charitable status, the Campaign 
for Comprehensive Education estimated in 1978 an annual 
tax loss of £25 million in respect of educational charitable 
tax concessions. Rogers writes that an unofficial Treasury 
‘stimate subsequently indicated that the Campaign for 
Somprehensive Education’s 1978 figure was too low and 
should have been nearer £30 million. Today it would 
approach £35 million. Rate relief is estimated currently 
at £1°2 million. 

One of the largest hidden subsidies to the private 
education market is the training of teachers in the public 
sector. In June 1977 the average annual cost of training 
a teacher was put at a little over £2000 in 1976 prices. 
Given a three-year course, together with inflation, the total 
cost of training a teacher today would be around £8500. 
The cost of providing a degree course is put at between 
£8500 and £10,000. Taking the 40,000 teachers in in- 
dependent schools, and a breakdown between graduate and 
non-graduate qualifications, Rogers estimates that the 
State will have underwritten a cost of training the graduate 
teachers to the tune of £161°5 million. The majority of 
private sector teachers have in addition taken training 
courses, This raises the cost to £170 million if half have 
so trained and £255 million if three-quarters have obtained 
this qualification. 

In 1970 a research report on the financing of private 
education estimated that ‘direct public support constituted 
about 20 per cent of the income of the private sector in 
1965/6.’'* Rogers estimates that in 1979 the state was 
subsidizing the private sector at a rate of a minimum of 
£350 million a year, and at a more likely rate of £500 
million-plus. He went on to observe about the private 
education market that ‘it must be the British Leyland of 

_the education world. In 1979, BL received £300 million 
_ from the Government and has just been allowed £450. 
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million for 1980, British Steel is to get that much in 
1980/1. With its £4 billion plus perhaps the private 
education sector should be named British Schools.’ 


Conclusion 


If the distribution of earned income in this country is 
unequal, that of unearned income is grossly so, and yet 
both sources of income allow an excessive command over 
resources by a very privileged elite. Part of their expendi- 
ture goes in supporting the fifth welfare state examined 
in this book, namely the private market provision of health 
and education. The provision of private medical care 
through organizations like BUPA continues to grow, and 
while individual subscriptions to health insurance com- 
panies have been falling, these have been more than offset 
by the provisions made by companies for their employees 
and their families. The bulk buying of insurance by com- 
panies results in employees picking up this advantage at 
a cut-price level. Moreover, the company’s subscription ~ 
for its employees is set against taxable income — so 
reducing the tax base still further. As well as the hidden 
contributions from the Exchequer, all of which widen 
rather than diminish inequality, there is some evidenceto 
show that the NHS subsidizes the private sector. i 
Similar subsidies from the state sector are given to the ; 
private sector of education: both central and local govern- 
ment buy a considerable number of places in the major 
private schools; the overwhelming majority of teachers in 
these schools are trained in the state sector; and the schools 
themselves attract charitable status. On top of this, the tax 
benefit welfare state operates in a way to help minimize 
the cost of fees for those parents who are involved directly 
in meeting the education bills for their children. Such tax 
concessions not only reduce the price of buying into the 
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private sector of education but push up the burden of 

taxation for other taxpayers. Moreover, expenditure in 

buying places in the private market produces its first 

dividend by gaining easier access to Oxbridge, and from 
there to top elite positions in industry, commerce and the 

Civil Service. Reform of the private market welfare state 
an only be sensibly pursued within a comprehensive 
olicy embracing all five welfare states. This is the subject- 
aatter of the following chapter. 


Freedom First: 
a Programme of Reform 


Before we start to outline a total programme of reform of 
Britain’s five welfare states, it is important to recall the 
main principles from which the reforms stem. The over- 
riding aim is to increase the freedom of large sections of 
the community by eradicating poverty. Only by reforming 
all five welfare states will the resources be available to 
restructure the additional benefit welfare state so that it 
provides a minimum floor on which people can build by 
their own efforts. We have shown how poverty affects /arge 
numbers of people — though at different periods of their 
lives — and to prevent this poverty the reforms will need 
to bring about a four-fold cash redistribution: from rich 
to poor, state to individual, from men to women and frorh 
the more affluent to the least affluent periods of each 
person’s life. 

The first item on the agenda is the reform of the 
traditional welfare state. Seven constituent reforms are 
detailed and it is proposed that they should be imple- 
mented in stages as the money becomes available from the 
tax reforms outlined in the second half of the chapter 
(Appendix I details the costs of the reforms). The first key 
change is the implementation of a full child benefit scheme 
while the second is the scrapping of the contribution 
conditions for national insurance benefits and the restruc- 
turing of the National Insurance Fund intoa social security 
budget. The third reform is the introduction of amore 
generous unemployment benefit. The fourth reform intro- 
duces a new one-parent family allowance, and the fifth ty ‘ 
proposal is to extend eligibility for benefits to all disabled 
people. The sixth reform is the introduction of a pensioner _ 
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tax credit, and the last stage of the reform programme is — 
the inclusion of average rent payments with national — 
insurance benefits. 


Reform 


(1) Child benefit 


There is a whole bevy of reasons why a major increase in 
child benefit is a prerequisite of all the other welfare 
reforms. First, an overall reform of the traditional welfare 
State without significantly increasing the level of child — 
benefit is likely to undermine public support for the pro- _ 
gramme. The reason for this is simple. In the 1920s, when 
unemployment benefit was cut in real terms, additional 
payments for children for the unemployed were made in 
an attempt to stave off widespread political unrest. From _ 
that day since, the payments for the children of the un- | 
employed have been more generous than the support given ' 
to working families with children. The result is that while _ 
only in a small number of instances (the numbers are much 
exaggerated) are families better off on the dole, many more _ 
working families find themselves only marginally better off # 
when in work. Any welfare reform programme which fails ' 
to equalize the payments for children irrespective of 
whether their parents are working or not will run the risk 
of bringing the whole of the traditional welfare system into 
greater disrepute. Failure to act on child benefits will — 
therefore continue to place the working poor at a dis- 
_advantage to the poor who are unable to work. Such a 
situation offends a widespread feeling about fairness in our — 
society, and encourages political capital to be made out of 
those who, for reasons beyond their control, are better off 
out of work. pf 
_ Second, while many old people are enveloped in poverty 
wie : : 
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as soon as they retire, to a greater and greater. extent 
poverty is wearing a young face. An increase in child 
benefit is the most immediate and effective means of 
tackling the problem of family poverty among those who 
work, and it does so in a way which increases the incentive 
to work rather than the reverse. Child benefits at present 
are paid to all families but are deducted from any other 
social security payments for children. The larger the child 
benefit, therefore, the greater the difference in income 
between a family when it is in work and when itis — 
dependent on benefit. 

Third, child benefit changes are also important as a 
means of maintaining tax equity. Since 1909, when child i 
tax allowances were re-introduced, Chancellors could 
maintain tax equity between childless taxpayers and those ' 
with children by increasing child tax allowances at the same ) 
time as other personal allowances were revised. 1977 saw 
the phasing out of child tax allowances to coincide with 
the introduction of child benefits. With the final abolition 
of child tax allowances in April 1980 (except for taxpayers 
with dependent children overseas), child benefits took on 
a dual function. On the one hand they are the most effective 
way of channelling resources to families on low income. 
On the other hand they are the only mechanism by which 
Chancellors can increase the tax-free income of taxpayers 
with children when making regular revisions of the tax 
threshold for other taxpayers. Chapter 6 detailed how the __ 
tax burden has moved against not only the low paid but 
also households with children. The introduction of a 
generous system of child benefits will play an important 
part in redressing this horizontal inequity in the tax system. 

Fourth, a generous system of child benefits will playa 
crucial part in transforming the welfare state into a system 
of benefits on which people can build by their own efforts 


present time are tax-free. They are kept in total by famil 
in work, irrespective of the family’s level of earnings. An 
programme, and particularly one which will be immer 
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expensive, will have to be implemented in stages. A big 
increase in child benefits will have an immediate and 
important effect on the activities of those families living 
on incomes near to the poverty line. For example, the ideal 
way of tackling poverty among single-parent families is the 
introduction of a single-parent family allowance (and this 
3 advocated tater). Yet the doubling of child benefits in 

sal terms would bring about a significant reduction in the 

umber of one-parents dependent on means-tested supple- 
nentary benefits. Some would have their incomes taken 
above the supplementary benefit poverty line and therefore 
become ineligible. But other one-parent families, whose 
income was not brought up to the poverty line, might well 
decide that child benefit payments now provided enough of 
a launching-pad to free themselves from means-tested 
benefit support, providing this was accompanied by the 
provision of adequate day-care facilities for their children.? 

There is one other major advantage which will stem 
from concentrating the first effort on child benefit. The 
advent of adequate child benefit payments will increase the 
economic power and status of women in our society. As 
we have seen, family poverty among the working poor is 
characteristic of households with young children. Many 
families are sprung from poverty only by a second wage 
in the household. But, despite the poverty which it entails, 
many mothers prefer to remain at home when their chil- 
dren are very young. Adequate child benefits will increase 
their income as of right and should be linked with the intro- 
duction of a home responsibility allowance (for which 
‘ people caring for aged relatives will also be eligible), 
ae financed by the phasing out of the married man’s tax 
% allowance. 

At the present time, over £7 million is lost in revenue 
by the married man’s tax allowance. As we saw in Chapter 
6, the group which has suffered least from the increasing 
burden of taxation in the post-war period has been the two- 
wage-earning-childless households. The choice before 
married women, under the proposed reforms, would be 
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to continue receiving this tax subsidy throughout the work- 
ing lives of their husbands, or for this subsidy to be 
concentrated in a cash payment during those years when 
women are most vulnerable, i.e., when they have very 
young children. To accompany the changes in child 
benefits, the government should be seeking the views of 
taxpayers on the desirability of freezing the married man’s 
tax allowance so as to finance the introduction of the 
mother’s allowance. 

The one group which would be put at the greatest dis- 
advantage by such a move is those middle- to late-middle- 
age two-wage-carning households. But they, together with 
single taxpayers living in somebody else’s household, are 
the relatively affluent groups at each band of income. 
Moreover, the proposal is not to cancel the married man’s 
tax allowance but rather to freeze it at its present level. 
Put in the broadest terms, a switch from the married man’s 
allowance, which represents the dependent status of 
women, to a mother’s allowance, combined with a gener- 
ous child benefit, would confirm and extend the social 
status and economic choice of women. | 

This brings us on to the question of the level to which 
child benefit should be raised. Indeed, there is the general 
question about the relative level of all benefits. Other : 
countries have produced standards-of-living budgets, and dl 
while it is desirable that similar studies be undertaken in 
this country, we know from other work (Chapter 2) that — 
the children’s rates are low in relation to the adult rates, 
and that the life afforded on the ordinary supplementary 
benefit level is insufficient to prevent real hardship for 
anybody dependent upon it for a long period of time. It 
is important, therefore, for all claimants who are on benefit 
for any length of time to have an income at the long-term 
national insurance benefit level. When budgetary studies — 
have been concluded, and the resources are available, 
adjustments to the current relativities can be made, Y 
including to the rates for children. “ 

At the present time, the national insurance system pays 


: % 


184 Inequality in Britain f 


“4 . allowances for children at two levels. The lower level is 
paid to the children whose parents are sick or unemployed. 
; At the present time, these allowances, together with child 
benefit, come to £6 a week. A higher allowance of £12.25, 
including child benefits, is paid to children whose parents 
are drawing what are called the higher national insurance 
benefits such as invalidity, widows’, widowed mothers’ and 
retirement pensions. As a first stage, child benefits need 
to be raised to equal the total payments made to the 
children of unemployed and sick claimants. A second stage 
would involve their being raised to the £12.25 level.? 
The achievement of a generous system of child benefits, 
together with the beginnings of a mother’s allowance, 
would not only eradicate family poverty as we know it 
today, but would also increase in a very real sense the 
economic freedom of many households with children. It 
would be a practical recognition of the importance of the 
work done by mothers and would support her responsi- 
bility for raising a family. It would also begin to disengage 
families from the means-tested welfare state and, because 
child benefit provides a floor, add significantly to the 
freedom of poorer families to live their lives as they choose 
rather than within the guidelines laid down by regulations. 
There is also a need to accompany the changes in child 
benefits with an examination of whether they need to be 
accompanied by the introduction of a statutory minimum 
wage. Seebohm Rowntree was clear on the need to operate 
both policies at once when he commented on the original 
Beveridge proposals. Rowntree went back to his 1936 data 
and reworked the income schedules, taking into account 
the full implementation of the Beveridge plan. We know 
that the plan was not fully implemented, but even so, on _ 
the assumption of full implementation, Rowntree found 
- that 7 per cent of the working-class population of York 
would still have been in poverty, and he added: ‘York is 
not a low-wage city and I have no reason to suppose that 
figures in other towns would on average have shown more 
favourable results.” Rowntree then went on to argue: ‘If _ 
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that be so then it is clear that if a// involuntary poverty 
is to be abolished we need not only the Beveridge plan but 
also a statutory minimum wage.’ Rowntree accepted that 
a minimum wage would be of some benefit to casual 
labourers, though just how much would depend on the 
number of hours they worked. It would also be of consider- 
able help to childless workers who may not be in the 
greatest need. However, he insisted: ‘The fact that the 
Beveridge plan will not lead to the abolition of the large 
amount of poverty due to inadequate earnings is no 
reflection on the plan — it was not designed to do so,’ adding 
that this argument leads ‘quite clearly to the need for a 
national minimum wage’.* 

An obvious first step along this road would be a more 
rigorous policy of enforcing the legal minimum wages laid 
down by wages councils. A second move would be an 
examination of the effect a minimum wage has in each of 
the countries in which it now operates, both on the relative 
rewards of the low paid (have differentials re-established 
themselves after a short period of time?) and on the 
employment levels of lower paid workers. 


(a1) New social security tax 


As we have seen earlier (Chapter 5), most of the major 
non-means-tested benefits are paid from the National 
Insurance Fund. The financing aspect of the welfare state 
was shown to be highly regressive, poorer workers paying 
a much higher percentage of their income in national 
insurance contributions than the very highest paid. This 
side of the Beveridge scheme was attacked by Aneurin 
Bevan for, as his biographer tells us, ‘Like many other 
Socialists he had always been reluctant to agree to basing 
social services on insurance schemes, holding that the non- 
contributory principle could have the double advantage of — 
avoiding unnecessary bureaucracy and a poll tax masquer- — 
aded as an insurance premium.’’ Bevan was not alone in 
his criticism. The PEP and the Association of Approved — 
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Societies argued with Beveridge that his scheme should 
be one of flat-rate benefits in return for graduated contri- 
butions. 

Against these criticisms, and the strong argument 
marshalled by James Meade on financing benefits by a sur- 
charge on income tax, Beveridge was only too pleased to 
side with Keynes who argued that the national insurance 
yrinciple was a useful ‘fiction’, both for making employers 

hare the costs of welfare and for dispelling popular myths 
hat the Exchequer had a bottomless purse.® 

The more important factor in clinching the argument, 
however, was Beveridge’s belief that the insurance prin- 
ciple was in keeping with the wishes of most working-class 
people. It is impossible to do justice to Beveridge’s view 
without taking into account the role of means-testing in 
the life of many working-class families in the 1920s and 
1930s and of their deep hatred of this system. The idea 
of an insurance-based welfare state giving rights of citizen- 
ship had, in T. H. Marshall’s words, overwhelming appeal, 
and the mutual responsibility implied in the social contract 
of national insurance remains compelling. In addition, the 
trade unions argued that an insurance fund would prevent 
governments cutting the level of benefits, particularly the 
dole. 

This argument still has an appeal in Labour circles when 
proposals for reforming the welfare state are discussed. For 
example, in its most important document on reforming the 
welfare state issued since Beveridge, the Labour party 
observed: 


there is a legitimate fear among trade unionists that if 
the state took over the whole responsibility for financing 
social benefits, then the state might one day slash those 
benefits in order to weather an economic storm. As long 
as the benefits are ‘earned’ by payment of contributions 
and are financed out of an insurance fund, they are felt 
to be something which the worker receives as of right 
and which no politician can take away from him.’ 


’ 
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This argument is, however, rather confused. It is a 
strange form of logic which talks of the state taking over 
the whole responsibility for financing social security 
benefits. The state has no money by itself, but only those 
funds raised in taxation and by other means. If one drops 
the word ‘state’ in the above quotation and substitutes 
‘taxpayer’ or ‘worker’, then the silliness of this position 
is clearly exposed. Moreover, as that perceptive critic, 
Kathleen Hood, commented, history suggests that a 
National Insurance Fund is not a bulwark against benefits 
being cut. ‘The fact that the workers had contributed to 
Unemployment Insurance did not prevent the government 
from slashing those benefits in 1931 — moreover the case 
for doing so was ... partly argued on the grounds that we 
must return to the ‘‘insurance principle”’.’”® And, as we 
commented upon in Chapter 5, in the 1950s, when the 
National Insurance Fund was showing a very healthy 
surplus, pensions and other benefits were not increased. 
Instead, the government decided to halve the Exchequer 
contribution to the Fund. More recently the insurance 
principle has not prevented Margaret Thatcher from 
cutting unemployment benefit in real terms for the first 
time since the 1930s. 

We have seen that Keynes argued that the national 
insurance principle was a useful fiction and one to be 
encouraged as a means of chivvying out of workers and 
employers funds for the welfare state. But legislators have 
taken the fiction seriously when laying down the eligibility 
conditions for benefits. If a scheme is based on the insur- 
ance principle, benefits are limited to those who have paid 
adequate contributions. So, in Arthur Marwick’s words: 
‘Along with the insurance principle went a whole wilder- 
ness of qualifications and requalification conditions and 
limits upon the length of time for which benefits woul 
be paid.”® 


At the present time, information about claimants not 


receiving benefit because they fail to satisfy contribution 
conditions is available only for sickness and unemployaie ay 


ale 


_ vublic debate. 
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benefit, and the estimates for these benefits are 35,900 and 
178,000 claimants respectively.‘° A much larger number 
of claimants — e.g., a third of a million pensioners — receive 
benefit at a reduced amount because of an incomplete 
contribution record, while a third of a million claimants 
have exhausted their right to benefit.*! But it is important 
to remember that these are snapshots giving totals at one 
point of time only. They do not record the total number 
iffected in a year — let alone in a lifetime. 

The one major advantage we now have in the 1980s, 
resulting from politicians pushing the insurance principle 
for forty or more years, is that people understand that they 
have earned the right to the major non-means-tested 
benefits. This belief is part of our political culture. To 
move away from the poll-tax financing of the National 
Insurance Fund toa social security tax would not therefore 
evoke fears among the electorate that one was returning 
to a means-tested welfare state. In fact, the reverse would 
letrue. At the same time, the reform would have the added 
advantages of simplifying the qualification rules for benefit 
and making the financing of the welfare state itself an agent 
of redistribution (in addition to the redistributionary 
elements in the payment of benefits themselves). 

It is important that the new benefits continue to be called 
insurance benefits, but the eligibility rules must be over- 
hauled. Since an important part of the welfare state is paid 
direct from the Exchequer, and since funds come from 
both direct and indirect taxation, people will be ‘earning’ 
their right to benefit even if they are not in work and paying 
the national insurance contributions. For British-born 
subjects, the right to national insurance benefits should be 


_ granted as soon as need arises. There is no difficulty, either, 


in granting benefit to those foreign nationals working in 
this country where there is a reciprocal arrangement with 
their country (as there is in the EEC). A much more 
difficult question is how to treat the right to benefit of other 
foreign nationals, and this question needs a careful and full 
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As well as radically loosening the eligibility rules for 
national insurance benefits, it is also proposed that a major 
overhaul be made of the method of contribution. The 
National Insurance Fund should be abolished and replaced 
by a social security and health budget which would have 
three main sources of income. There would be contri- 
butions from employers and from employees and a general 
contribution from the Exchequer. The employers’ contri- 
bution should continue along the present lines with one 
change: the ceiling on contributions should be abolished 
so that the present proportional employers’ tax should 
continue, but be paid on all incomes no matter how high. 
The employees’ contribution will be abolished. The 
equivalent revenue will be raised by levelling a social 
security tax paid in addition to income tax. At the present 
time, employee contributions raise £4859 millions. The 
same sum could be raised by adding 7 pence on to the 
standard rate of income tax. In addition, it is important 
to maintain an Exchequer contribution to the Fund so that 
the ‘rights’ to benefits of those not in work are safeguarded. 
A second reform in the contributions can occur when the 
income-tax changes proposed later in this chapter are 
brought into effect. A graduated surcharge can then be 
levied on each of the different bands of income, with a 
smaller surcharge on each of the lower bands of income 
tax, 


(itt) A new unemployment benefit 


The next task is the introduction of new benefits or the 
major revamping of existing benefits. Here it is important 
to make a distinction between claimants who are over 
retirement age and those who are not. In examining 
claimants below retirement age, those in greatest and most 
persistent need are to be found among the unemployed and > 
single-parent families. , ; 
The majority of politicians argue that the most effective 


single parents and their children. Indeed, the information 
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way of helping the unemployed is to provide jobs, but, 
sadly, full employment does not look to be a realistic target 
in the immediate future and benefits for the unemployed 
are therefore of key importance. Since 1966 the un- 
employed may be eligible for a flat-rate benefit for up to 
twelve months and an earnings related benefit for the first 
six months of unemployment. Notwithstanding the rise in 
inemployment over the past few years, the Thatcher 
overnment is planning to phase out earnings-related 
applements which are paid for the first six months of un- 
mployment'? even though the supplements have been - 
effective in keeping large numbers of people off means- 
tested assistance. But because the scheme did favour higher 
paid workers, and the payments were made during that 
period when families were most likely to have more 
adequate resources, the reforms outlined here do not en- 
visage the re-introduction of earnings-related supple- 
ments. Rather, the plan is for a flat-rate benefit for the 
first twelve months of unemployment, at the end of which 
claimants would be eligible for the higher national in- 
surance benefit rates. 

Changes in the eligibility rules and in the value of 
unemployment benefit should be tied in with the govern- 
ment’s retraining programme so that claimants’ skills are 
developed to match the changing needs of the economy. 
The government’s job centres and retraining programmes 
must be linked to the system of paying unemployment 
benefit, and benefit should be payable only so long as 
suitable jobs have not been refused without good cause, 
or claimants have refused, without good cause, to under- 
take retraining programmes. 


(tv) A one-parent-family allowance 


Until the recent record increase in the numbers of un- 
employed, the fastest growing group of poor people were 
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in Chapter 3 shows that the largest single group of 
claimants below retirement age dependent on means-tested 
supplementary benefit are single-parent families. Only 
when the dependants are included in the total do we find 
that the unemployed drawing supplementary benefit are 
the larger group. 

The introduction of a generous system of child benefits 
will not only have an immediate effect on the livelihood 
and aspirations of many single-parent families, but will also 
make the introduction of a single-parent-family allowance 
much more politically acceptable. Most of the discussion 
up until now about a non-means-tested benefit for single- 
parent families has been built on the assumption of an in- 
adequate system of child support. The result was the 
formulation of policies which suggested the payment of 
generous benefits to the mother (or father) so as to cover 
her and her children’s needs. But while there is widespread 
sympathy for the children of single parents, such goodwill 
does not extend to all single parents themselves who are 
often seen as the authors of their own problems. This may 
be unfair and unjust but it is an awkward fact of life. A 
single-parent-family allowance based on the mother maxi- 
mized all the difficult questions about policing the benefit 
to prevent abuse, and never gave an adequate answer to the 
charge that such a scheme could put the wife of a low-wage 
earner at an unfair disadvantage to the single parent 

As well as gaining all the advantages outlined earlier, 
a generous system of child benefit unties this Gordian knot. 
The children of single-parent families will be treated 
equally with other children. The more generous the levelof 
child benefit going to all children, the lower will be the 
proportion of the single-parent-family’s income coming 
from a non-means-tested single-parent-family allowance. 
Similarly, the more generous the new home-responsibility 
allowance, the smaller the proportion of one-parent- — 
family’s income will be made up for the new allowance. — 
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: benefit payments. The discussion is therefore about at 
what level this allowance should be set, and it is proposed 
to introduce the allowance in two stages. The first is to 
pay the single parent’s allowance at the non-contributory 
invalidity benefit level; the second is to bring this level up 
to the high rate paid for widows. However, there are social 
and political difficulties in introducing both stages of this 
reform and they need to be faced squarely. The cause of 
one-parent families is not advanced by pretending that no 
difficulties exist, particularly over the co-habitation rule. 

This rule operates in order to maintain equity between 
the wife of a low-wage earner (who cannot claim supple- 
mentary benefits, and who obviously will not be eligible 
for a single-parent-family allowance) and the single-parent 
family on benefit. Its purpose is to prevent the payment 
of benefits to women who have husbands in all but name. 
For obvious reasons, the co-habitation rule is bitterly 
resented by one-parent families. At the moment it is a 
difficult rule to operate and in 1977 29 per cent of cases 

, where benefit was withdrawn due to suspected co- 

habitation were reversed during the appeal process. 

Three reforms are therefore advocated. In the first place, 
the rules about what constitutes a one-parent family must 
be set out clearly in the published regulations to the new 
benefit. As Paul Lewis has written: ‘If other subtle human 
behaviour patterns such as cruelty or intent can be defined 
so can co-habitation.”? Second, those claiming the single- 
parent-family allowance will be asked to sign a statement 
that they are a single-parent family — just as the un- © 
employed have to sign on for benefit and the sick produce © 
medical evidence. Policing the new benefit will therefore — 
remain, and this issue should not be dodged. However, 
the claimant’s position will be much strengthened in that 
what constitutes co-habitation will have been defined and 
made public. Moreover, one-parent families will benefit 

. by the third reform. This is that the single-parent allow- 

ance for the parent will continue for a set period of time — 

{pres once the circumstances of the one-parent family have 
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changed. In other words, the aim is to allow those one- 
parent families who wish to become two-parent families 
to do so. The one-parent family needs a guarantee of their 
own income of right at the beginnings of a new relation- 
ship. Moreover, as all the welfare reforms are prefaced by 
the introduction of a generous system of child benefits, 
no new father (the vast majority of single parents are 
mothers) will be asked to contribute excessively towards 
the keep of another man’s children. 


(v) A new disability benefit 


The bewildering variety of help available to the disabled 
has been well illustrated in the work of the Disability 
Alliance,'* and in order to bring a greater degree of fair- 
ness into the current system it is necessary to distinguish 
between the two broad requirements of the disabled both 
of which entail compensation payments. The first is for 
loss of earnings and the second is to cover the cost of 
disability. Currently there are three compensation pay- 
ments for loss of earnings: industrial injuries payment, 
invalidity benefit and the non-contributory invalidity bene- 
fit. The most valuable is the industrial injury benefit which 
pays the claimant an injury-related allowance on top of the 
invalidity benefit. The next most valuable payment is the 
invalidity benefit which is paid to disabled claimants who, 
after they have received sickness benefit for six months, — 
still remain unfit for work. Others who are disabled—some- 
times from birth — may qualify for the non-contributory 
invalidity benefit (NCIP) from the age of sixteen (or over 
nineteen if still at school or full-time college) but the value — 
of the benefit is below the national insurance rates for the — ae 


invalidity benefit rate. 

The reforms already proposed will be of considerabl 
help for the disabled, ‘particularly the major revision of 
contributory basis for benefit. This revision will allow 
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NCIP to be used as the entrance into the invalidity benefit | 
scheme. Claimants could serve a six-month probationary 
period on the NCIP (as do others claiming sickness benefit) _ 
before becoming eligible for invalidity benefit. 

A second stage in reforming the traditional benefit wel- 
fare rate for the disabled will centre on the introduction of 
some kind of disabled allowance, and while the outline of the 
scheme can be sketched in, this is an issue which requires 
some more careful consideration. The allowance should be ~ 
paid to compensate people for the degree to which their 
disability restricts them from ordinary activities. The 
suggestion of the Disability Alliance is that this benefit 
should be paid only after six months of sickness/disability 
and if there is no early prospect of recovery. The Alliance 
further suggests that there should be provisional and long- 
term allowances depending on the expectations of an 
assessment board about the long-term nature of the degree 
of disablement. As with war and industrial injury disable- 
ment pensions, the disablement allowance should be pay- 
able whether or not those eligible receive retirement 
pensions or other social security benefits. It would not be 
set against other forms of income, but like all social security 
benefits (apart from child benefits in the initial stages) it 
should be liable to tax. 

The introduction of a disablement allowance should 
build on the existing arrangements which already go some 
way in compensating people for the extra costs of disability. 
The mobility allowance is paid to disabled people aged — 
between five years and retirement age if they are unable 
to walk. Some disabled people qualify for the attendance — 
allowance. This is paid at two levels depending on the ~ 
degree of disability. The benefit is, as its name suggests, 
paid to a claimant to help over the costs of attending to 
him; the higher rate, which covers attendance both day and - 
night, is called the constant attendance allowance. In 
_ addition, a person other than the disabled claimant may 
be eligible for an invalid care allowance if they are of 
_ working age, provide more than thirty-five hours of care 
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a week, and the disabled person is in receipt of the 
attendance or constant attendance allowance. 


(ut) Pensioner credits 


There are a number of reasons why pension reforms have 
been kept separate from those already discussed. While it 
is true to say that many people become poor when they 
retire, a large number of pensioners are not poor in the 
way poverty has been defined in this book, because of the 
extent of their savings or membership of an occupational 
pension scheme. Moreover, because a large proportion of 
pensioners are not poor, any increase in their national 
insurance benefits is not only immensely expensive, but 
results in a considerable proportion of extra resources 
going to households with income above the poverty line. —, 
This is, of course, true of all the other reforms advocated 
here, but with one important difference. A higher propor- 
tion of the unemployed, sick, disabled and one-parent 
families are poor compared to pensioners and these groups 
are also more likely to have family responsibilities. 

A second, and more important reason for considering 
pensioners as a separate group when reforming the tradi- 
tional benefit welfare state is that since the late 1950s 
numerous schemes have been put forward to transform 
radically the structure of state pensions. All but one of 
these proposals have floundered, either because of political 
ineptitude, timing, or perhaps because the schemes them- 
selves were so complicated that it was impossible to present 
them in a way that would enthuse the electorate. The 
attempt by the last Labour government to win a bipartisan 
approach to pension reforms was, however, successful and, — 
as a result, the 1975 Pension Act was passed. The main — 
provisions of the reform ensure that each contributo: 
every £1 of a person’s earnings up to that basic level (which 


is revised each year) and a quarter of a worker’s earnin; 
ant 


the Beveridge Report, but it attracted considerable criti 


ws 
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between the basic minimum level and an upper limit (set 
at seven times the basic minimum). The pension gained 
on the earnings above the basic level is known as the 
additional pension. 

The pension scheme is weighted to favour those on lower 

incomes and, had the scheme been fully operative by 1975, 
a single person whose weekly earnings had been £20 would 
have received on retirement a pension valued at 68 per cent 
of earnings. The pension is calculated on a worker’s best 
wenty years of earnings so as to help those who have low 
2arnings early in their career, those whose earnings have 
passed their peak by the time they retire, and women who 
have to leave their jobs for a while to look after a family. 
All workers are covered by the scheme unless they are 
contracted-out, and while full pensions will not be paid 
until the scheme has been running for twenty years, 
additional pensions are already being paid. 

This is an important point to remember when thinking 
about a reform of the traditional benefit welfare state. If, 
as seems likely, the present parliament runs its full length 
and Labour wins the next election, a Labour government 
will take office at a time when we have almost reached the 
mid-point in building up full contributions to the new 
pension scheme and, as each year passes, the value of the 
additional pensions in payment increases. Unlike all other 
groups in poverty which we have so far considered, 
tomorrow’s pensioners already have a measure on the 
statute book which will in turn raise their relative income — 
and, for the first time, break the link between poverty and — 
old age. 

We therefore need to consider ways by which the exist- 
ing provisions can be supplemented to help today’s poor 
pensioners. One possible measure is the introduction of a 
pensioner tax credit. In the early 1970s the Heath govern- 
ment published a Green Paper on tax credits. The Green 
Paper was correctly hailed as the most radical set of welfare 
proposals to see the light of day since the publication o: 


| 
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cism, particularly from poverty groups who argued that, 
given the cost of introducing a tax credit scheme, the 
money could be spent more effectively in helping the poor. 
These were not criticisms which I fully endorsed. Any 
scheme which introduces universal benefits, or credits, will 
usually give more help collectively to those above the 
poverty line than those below. 

It is unlikely that the present Conservative govern- 
ment will introduce a tax credit scheme. There are a 
number of reasons for this. First and foremost are the 
technical difficulties associated with the slow progress in 
computerizing the Inland Revenue. Until the Revenue is 
computerized, the introduction of a total tax credit scheme 
is severely limited. I would also hazard a guess that there 
is another stumbling block in the way of this present 
Conservative government’s introducing a comprehensive 
tax credit scheme, even if the machinery were there to 
implement it. Tax credits were proposed by the Heath 
government and there is considerable resistance by the 
present regime to view any aspect of the Heath government 
with sympathy, let alone with favour. 

These political obstacles need not prevent the Labour 
Party from looking at the feasibility of implementing a — 
second stage of the tax credit proposals. Child benefits gave 
birth in all but name to the child tax credit side of the 

scheme. A second raid into the tax credit proposals could - 
be achieved by hiving off the pensioner tax credit. And, 
again, time may well be on the side of a future Labour 
government. Currently, the government are making deci- 
sions on the computerization of the PAYE system. Once 
a decision has been made, it will take at least four years — 
for the scheme to come into full operation. Four years — 
hence will take us into the next parliament and therefore 
offer an opportunity for an incoming government to imple- 
ment part of the tax credit proposals if it so wished. 

How effective this would be in lifting pensioners off 
supplementary benefit and rent and rate rebates woul 
depend first on the size of the credit and secondly on 
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speed at which the proposals for a rent addition to national 
insurance benefits were introduced. At a recent Civil © 
Service seminar on reforming the welfare state it was 
suggested that an injection of £600 million into a pensioner 
tax credit would float 1 million people off supplementary 
benefits, although on the present rules many, if not most, 
of those would still be in receipt of rent or rate rebates. 
Even so, it does seem that the introduction of a pensioner 

3x credit is worth serious consideration. Any monies paid 

ito the scheme will be for a limited period of time, and 

7ill decline in value as the 1975 Pension Act slowly comes 
santo operation. 


(viz) Rent allowances 


The seventh proposal for reforming the traditional benefit 

welfare state is that consideration be given to the payment 

of a rent addition to householders drawing national in- 
t surance benefits. 

In the section on the failure of the Beveridge plan 
(Chapter 4) we quoted Seebohm Rowntree’s observation 
that the reforms would not abolish poverty because of their 
failure to meet in full a claimant’s rent or housing costs. 
Recently, there have been a number of proposals for reform 
on this front including a means-tested one from David 
Donnison, who until recently was the chairman of the 
: Supplementary Benefits Commission.’* Other reformers 
____ have emphasized the need for a universal approach,’® and 
’ a less sophisticated non-means-tested approach would be — 
to add on to the householder rate of each of the national — 
insurance benefits an allowance equal to the average rent 
payments of supplementary benefit claimants. 

One reason why this reform is considered here, at the 
: end of the list, is not only because it will be costly, but its 

_ importance will be reduced as the other reforms are 
_ brought into effect. Unfortunately the government has 
_ been unable to provide any estimates on the numbers 
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which would be freed from supplementary benefits as each 
of the above reforms take effect. Only as the programme 
was being completed would we be able to see how impor- 
tant the payment of a rent allowance is in raising the income 
of claimants above the supplementary benefit poverty line. 


Tax reforms 


This radical rebuilding of the traditional benefit welfare 
State will be costly but these costs will be met by re- 
distributing resources from the other four welfare states. 
The remainder of the chapter examines five major tax 
reforms. The scrapping of the national insurance poll tax 
is only one part of the reform of our direct system of 
taxation. Reform of the direct system of taxation needs to 
be carried out while at the same time limiting the growth 
of expenditures in the four other welfare states. 

The personal allowances play two roles in the tax system: 
they exempt a certain level of income from tax and they 
also build a gradation into the whole direct system of 
taxation. We have already seen that the tax threshold is 
below the supplementary benefit poverty line and this is 
particularly so for taxpayers with children. While one way 
of raising the tax threshold is to increase the personal 
allowances, such a move has two major disadvantages. In 
the first place, any increase in the personal allowances 
cannot distinguish between those with children and those 
without. It is therefore a very indiscriminate way of raising — 
the tax threshold for taxpayers with young dependants. But 
there is a second disadvantage entailed with operating on — 
the personal allowances, which is that an increase in the — 
allowances not only helps those atthe bottom of theincome __ 
pile, bur all other taxpayers as well. Moreover, as we have oc 
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The most effective way of raising the tax-free income 
of taxpayers with children is to increase child benefits. 
This move has already been advocated as the first priority 
in reforming the welfare benefit state and it is also the 
ma: number one priority for changes in the tax system. In 
addition, four other policies need to be pursued in order 
to achieve a comprehensive overhauling of the direct 
system of taxation in this country. 


) Tax allowances at standard rate only 


whapter 7 gave details of how the tax allowance welfare 
state worked in favour of those on higher incomes. Not 
only do those higher up in the income scale have the ability 
to capitalize from the whole tax benefit welfare state, but, 
ironically, the higher the income of the taxpayer the greater 
is the value of each of the tax allowances. Way back in 1975 
I first proposed an immediate reform of the tax benefit _ 
welfare state whereby tax allowances would in future be 
allowed only at the standard rate of tax. This reform would | 
leave the tax benefit welfare state intact, but as the benefits 
could only be claimed at whatever the standard rate of tax 
is, the value of benefits would be uniform rather than 
favouring the rich as they do at the moment. Since then, 
this proposal has met with widespread support and should _ ; 
be acted upon as the first stage of implementing these 
reforms. 4 


(ii) Cash ceiling on tax benefits 


The second reform entails the placing of cash ceilings on 
all but the personal tax allowances. Since the Labour 
government first began to operate cash ceilings on the 
Be tivonal. welfare state, we have slowly become aware of - 
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ture. A similar policy should be operated on each of the 
non-personal tax benefits including mortgage interest and 
life assurance relief. 

The need for such a policy is obvious when we look at 
how expenditure has grown in just one area of the tax 
benefit welfare state, compared with the traditional welfare 
state. If expenditure on social security is revalued at con- 
Stant prices, and a similar exercise is carried out for the 
tax benefit paid in mortgage interest relief, we find an 
expenditure of £5918 million on social security in 1960/1 
and £286 million in mortgage interest relief. By 1978/9 
these totals stood at £15,441 million and £1621 million 
respectively. Over this period, therefore, the increase in 
social security expenditure at constant prices was in the 
order of 61 per cent whereas the tax benefit paid by way 
of mortgage interest relief rose by 82 per cent. “3 

The difference in the size of the increase on both benefits 
cannot be explained away by arguing that the 1960/1 data : 
take a fairly high expenditure for social security benefits 
and a relatively low one for the mortgage interest tax 
benefit — thereby giving a greater percentage increase to 
the expenditure on mortgage interest relief. If a later date 
is taken — 1968/9 — we find an expenditure on social security — 
benefits in constant 1978/9 prices of £10,061 million com- 
pared with £594 million in mortgage interest tax relief. 
Over the following ten years, the increase in social security 
benefits measured in constant prices is a little less than — 
35 per cent compared with an over 63 per cent increase 
in the expenditure on mortgage interest relief. Moreover, 
as we have seen, the tax relief on mortgage interest is only a 
one of three subsidies to the owner-occupier. * 

A policy of cash ceilings on the tax benefit welfare state _ 
will work in the following way. The proposal is that 
current expenditure of these reliefs should be taken a 


in 1979/80, a cash ceiling of £1-4 billion would be put 
» financing the tax benefits for mortgage interest relief. 
building societies would be told that this was the total 
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available and that they should share this equally among 
those taxpayers who are at present claiming mortgage 
interest tax relief. Already a policy of operating the reliefs 
at the standard rate will be in operation, hence simplifying 
the administration of the new scheme by the building 
societies. The societies wil] have to estimate the numbers of 
net additional borrowers each year and how the tax benefit 
is to be spread among them. Currently, the building 
societies operate a standard deduction scheme for savers 
whereby the societies automatically deduct and pay the 
standard rate of tax to the government on interest accruing 
to each of their savers. A cash ceilings limit on the tax 
4enefit welfare state will be operating a not too dissimilar 
slicy in reverse. Paying each mortgagee the same sum 
duld not only be an equalitarian measure but one which 
ould also be easiest to operate. However, considerable 
ressure would be applied to link the size of the rebates to 
mirror the size of the mortgage. 


(i) Paying for company welfare 


The third reform is to limit the growing expenditure on 
company welfare. In common with all the welfare states 
except the benefit welfare state, company welfare increases 
rather than diminishes inequality by benefiting most those 
on high income. At the present time, company welfare 
; expenditure is deducted from a company’s gross income 
SY and thereby reduces its tax liability. Some monies which 
would otherwise go to the Exchequer are redirected into 
the pockets of employees, particularly higher paid em- 
ployees. There is therefore a case for saying that such 
expenditure should be made from the company’s income 
after tax has been paid. In a free society companies must 
be allowed to develop the company welfare state, but not 
with the present help they gain from the Exchequer. In 
addition, the ‘income’ derived from such benefits must be 
valued accurately and brought within the tax net. 
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(iv) An exemption scheme 


The fourth suggested reform is one which will take longer 
to implement and will need a further discussion. It is to 
revert back to the exemption scheme which operated in 
the income tax system up to 1920 and the outlines of which : 
were given in To Him Who Hath.’’ Here it is only necessary { 
to sketch in the broad outlines of the reform. 

The proposal is that the personal allowances should be 
replaced by a specific exemption limit. The exemption 
limit would ensure that incomes below this level were 
excluded from tax altogether, but those who earn more 
than the limit will be assessed for tax on each £1 they earn 
However, the reform cannot be one of reverting simp! 
to the pre-1920 scheme. The problem with a specific 
exemption expressed as a maximum level of income beyond 
which an individual’s income becomes taxable is that 1t 
carries with it a dramatically high marginal rate of tax as 
income moves above the exemption limit. For example, if : 
the exemption limit is put at £x, then as a taxpayer’s ; 
income moves to £x plus £1 the whole of his income j 
becomes liable to tax. One way of overcoming this 
drawback is to introduce a vanishing exemption which 
diminishes in value as income rises but is not withdrawn 
abruptly at any single crossover point. Such a system 
would ensure a smooth withdrawal of the exemption as 
income rises while at the same time ensuring that taxpayers 
were not faced with a large jump in their marginal rates 
of tax. 

To Him Who Hath gave the following notional! figures 
for such a vanishing exemption scheme. It was suggested 
that income up to, say, a maximum of £1000 could qualify 
for 100 per cent exemption. On incomes above this level, 
however, the value of exemption would be reduced by a 
third of the difference between gross income and the 
maximum exemption of £1000. At £2000, therefore, the 
exemption would be at two-thirds the full rate (£666-66) 


; 


‘or 
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and at £3000 the exemption would be at a third of the 
£1000 exemption limit. On this model the exemption 
would be totally lost at incomes of £4000 and above. 

It must be stressed that these are only illustrative figures. 
Whatever the form of the final scheme, it would in part 
depend on the extent to which the withdrawal of the tax 
benefit welfare state was matched by the government’s 
desire to reduce direct taxation and the extent to which 
the tax reform contributed towards paying for the reform 
of the traditional welfare state. Moreover, it is possible to 

lesign a scheme by which the vanishing exemption 
dperated much more gently and over much wider bands of 
income. The effect, however, would be the same. No matter 
what kind of vanishing exemption scheme was finally 
adopted, the reversal to the pre-1920 system of income tax 
in this country would allow those on low income to be 
totally exempt from tax while preventing any concessions 
to those on lower incomes accruing to those further up the 
income scale. Moreover, once an exemption scheme was 
decided upon, the government would also have the 
revenue to allow the introduction of many more bands of 
tax and so introduce a truly progressive form of direct 
taxation. For example, it would be possible to have income 
tax starting at Iop in the pound and rising by units of rop 
up to whatever the top rate of tax was set by the govern- 
ment. 

The move to an exemption system for taxation would 
result not only in ensuring that the poor were exempt from 
tax, and that the marginal rates of every taxpayer were 
significantly reduced, but allow the introduction of a uni- 
sex tax system. Under the present system of personal ~ 
allowances, a married woman who is working has equal 
tax rights to a single taxpayer, yet both of these two groups 
are less favourably treated than the married man. Because _ 
there will be a considerable increase in revenue from ) 
replacing the personal allowance system by an exemption 
system, the resources will be available for the introduction 
of a unisex tax system whereby each taxpayer is taxed as 
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though a single person. In addition, the resources willbe _ 
available to meet a second unfairness of the presentsystem. __ 
T-wo-wage-earning households not only have higher 
average incomes than households with a single-wage 
earner, but also have a higher amount of their income 
exempt from tax. The majority of families who find them- 
selves dependent on a single wage packet are usually those 
who are caring for young children or an aged relative. This 
unfairness will be met by the proposal made earlier for the 
introduction of a home responsibility payment together 
with a much more generous system of child benefits. 

A policy of cash limits will have an immediate effect on 
the tax benefit welfare state. Changes in the rules whereby 
company welfare is paid for out of post-tax income will = 
have a similar effect on the growth of the company welfare F 
state. The introduction of an exemption system could be 
designed in such a way as to bring about a major redistribu- 
tion of post-tax income. Moreover, there is a case for dis- 
allowing the private welfare educational system the rights 
and income which accrues to it under charity law. These 
changes will begin to curtail expenditure on the private 
welfare state. We therefore need to turn our attention 2 
finally to tax reforms in relation to the fifth welfare state. : 


af 


’ 


(vw) Spreading wealth 


The fifth welfare state results from the very unequal” 
distribution of wealth in our society and from the income 
which results from these wealth holdings. As the Meade 
Committee observed, ‘Capital produces an income which, — 
unlike earning capacity, does not decline with age and is 

not gained at the expense of leisure.’!® Wealth can be taxed _ 

in three ways: on its increase in value (capital gains tax); 
on its capital value — either annually or when it is trans- 
ferred (death duties — now replaced by capital transfer tax); 
or on its income (as unearned income). All three forms of 
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in any marked shift in the distribution of wealth from 
rich to poor people (as opposed to, in Tony Atkinson’s 
words, from the super-rich to the rich). Nor have those 
assets which give rise to a regular income been re- 
distributed to any marked extent. 

The estate duty tax was introduced in 1894 as ‘a means 
yf redressing social inequalities’. The tax never lived up 
o these expectations and, as John Kay and Mervin King 
iave waggishly commented, ‘the healthy, wealthy and well 
advised’ have been able to order their tax affairs in such 
a Way as to avoid paying estate duty almost completely.'® 
The accuracy of this statement can be seen by looking at 
the actual revenue raised from capital taxation. In 1968/9, 

estate duty raised £382 million. By 1978/9 the total had 
fallen to £ 369 million. In real terms the fall is much greater, 
of course; not surprisingly, therefore, while estate duty 
contributed 5-8 per cent of total revenue in 1968/9, its 
contribution amounted to only 1-5 per cent a decade later. 

It has been argued that one reason why the revenue 
raised from taxation has declined in real terms is that 
wealth is now much more evenly spread, but, as we saw in 
Chapter 1, this is not supported by the evidence. More- 
over, as Tony Atkinson has shown, in 1927, when the top 
nominal rates of estate duty stood at around 30 per cent, 
death duties represented just 0°42 per cent of all personal 
wealth holdings.?° Making a similar calculation for 1976 
gives the revenue from estate duty and capital transfer tax 
together amounting to only 0.2 per cent of total personal 
wealth.?! 

Since the marginal rates of capital taxation have been 
increased significantly this century, one would have ex- 
pected a very much larger revenue to have been gained 
than appears in the Revenue figures. The size of the dis- 
crepancy has been highlighted by Tony Atkinson who has 
estimated ‘that had the 1966 rates of duty been in force 
in 1911 (with the exemption level and the tax brackets the 
Same percentage of average wealth), the revenue payable 
would have been 1°5 per cent of total personal wealth. This 
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is nearly four times the actual percentage collected in 1966, 
and would have implied a revenue in 1966 of some £1200 
million rather than the actual revenue of £300 million, ’?? 
Using the same approach, Pond and his colleagues cal- 
culated that in 1977/8 the expected revenue from capital 
taxation ‘would have been over £3000 million. The actual 
revenue from estate duty in 1974/5 was £398 million —one- 
eighth as much as these calculations would predict.’ The 
establishment of discretionary trusts and the use of lifetime 
gifts have played a key part in protecting the concentration 
of wealth in few hands. 

While estate duty was replaced by the capital transfer 
tax in 1975 it is unlikely to be more effective in re- 
distributing wealth. Originally, an exemption level was set 
at £15,000, but shortly afterwards it was raised to £25,000. 
In addition, so many concessions have been made to the 


scheme’s effectiveness that ‘over a ten-year period acouple , 


could pass on more than £100,000 without paying a penny 
in tax.’ And this calculation takes account neither of the 
gifts allowed in consideration of marriage?‘ nor of the fact 
that since the 1980 Budget the exemption limit has been 
doubled to £50,000. 

The Finance Act of 1965 introduced a capital gains tax 
in order to tax the appreciation of wealth at a time when 
an asset changes hands. Important exceptions were made 
to the comprehensiveness of the tax by exempting a 
person’s only or main residence, a certain range of personal 
possessions, together with private motor cars. That this 
tax, too, has been successfully negotiated by tax lawyers 
can be seen from the contribution it makes to the Ex- 
chequer. In 1974/5 the capital gains tax contributed £382 
millions to the Exchequer. By 1978/9 this had fallen to 
£353. In the former year, capital gains contributed 2-7 
per cent of revenue raised, but only 1°6 per cent by 1978/9. 

Up until 1973 the principle that earned income should 
be taxed more lightly than unearned income was achieved 
by providing an earned income relief together with a 


special surcharge on investment income. Unearnéd income _ 
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is at present taxed at an additional 15 per cent on top of 

the relevant marginal tax rate which the taxpayer would 

face on earned income. But the surcharge of 15 per cent 

3pplies only to investment income in excess of £5000. 

| (oreover, this rate applies to £5000 of taxable unearned 

| come and so all the tax deductions for which a taxpayer 
ight be eligible are taken into account before computing 
te tax rate. 


(a) Wealth tax 
A reform of capital taxation is therefore urgent and should 
be formulated along lines which take into account the 
principles outlined in the Introduction. A traditionally 
: envisaged wealth tax would reduce wealth inequalities but 
y at the cost of transferring individual wealth to the state. 
So as to spread wealth more evenly throughout the com- 
munity, Cedric Sandford and his colleagues suggest the 
’ introduction of an accessions tax. Such a tax, while partly 
operating by the transfer of assets from the private to the 
public sector, also reduces inequality by offering wealth 
holders an incentive to spread their wealth within the 
private sector.2° And while an accessions tax can be 
weighted so that the tax on wealth is levied inversely to 
the wealth holdings of the recipient, such an innovation 
could be rigged to favour spreading wealth within families 
sr) — by transference to grandchildren or, in some cases, great- 
: grandchildren — rather than between rich and not-so-rich 
householders. On balance, therefore, there is a case for 
considering an annual wealth tax, the funds of which are 
used to pay out universal capital grants to the population at 
different stages of the life cycle. The two most obvious 
stages at which people could most benefit from an injection 
of capital are when they marry, and when they retire. 
Indeed, as wealth becomes more evenly spread there will 
be less need for a capital gift at the period of retirement. - 
Ironically, most people seem to believe that the distribu- 
tion of wealth is fair, justifying it with such phrases as 
‘Well, he has earned it.’ We have already seen that this is 
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far from the truth. But the gut reaction that people have 
‘earned it’, together with the view that unless other 
measures were also taken, the revenue from a wealth tax 
would be ‘lost’ in the Exchequer, accounts for the low 
political appeal of capital tax changes. A reform which was 
linked to the payment of capital grants could prove to be 
an effective way of galvanizing widespread support for a 
wealth tax. Even so, the tax needs to be seen as one part 
of a comprehensive programme of fiscal reform — a lesson 
learned from Labour’s last incursion into this field.?° 


(6) New capital gains tax 
In addition, the rules for exemption for capital gains tax 
should be tightened. In particular, the tax should apply 
to part of the capital gains from owner-occupation. We 
have seen that the owner-occupier gains three tax sub- 
sidies: tax relief on mortgage interest relief, the abolition 
of the Schedule-A tax on imputed rent, while also being 
exempt from capital gains tax. There are powerful political 
and logical reasons why a policy of cash ceilings on 
mortgage interest relief should not be accompanied by a 
re-introduction of Schedule A tax. However, the same 
arguments do not apply to extending the capital gains tax, 
at least in part, to owner-occupation. For most people, the 
ownership of a house is their major capital asset. Given 
that this book has argued for a wider distribution of wealth 
which gives individuals power over their own lives and a 
stake in the community, I believe it would be wrong to 
apply the revamped tax to the whole of the capital gains 
accruing from owner-occupation. Rather, some of the 
capital gains should be kept by individuals. Thesuggestion 
is that a capital gain of £10,000, or a doubling of the 
original price paid for the house, whichever is the greater, 
should be the exemption limits for the capital gains tax. 
The effect of these proposals would be to exempt many 
owner-occupiers while taxing the excessive capital gains — 
enjoyed by those who are often at the top end of the incom: 
scale. 
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Conclusion 


This chapter has outlined a reform of Britain’s five welfare 
ates. A total reform is required not only on grounds of 
juity but in order to release the financial resources for 
verhauling the traditional benefit welfare state. Here the 

key reform — the payment of a generous child benefit — is 

one which aims at transforming the position of children 
in our society. Without this change, many of the other 
benefit reforms will be seen as unfair by much of the 

: electorate. In addition, it is proposed to keep the national 

: insurance system of benefits but with three fundamental 

changes. First, it is proposed that the contributions for 
benefit be converted into a progressive social security tax. 
Secondly, the contributory requirements for benefits will 
. be kept to the very minimum. Thirdly, benefits will be 
paid for as long as need lasts, and at the higher rate of 
national insurance benefits for long-term claimants. These 

{ reforms will in particular help the unemployed and the 

z: long-term sick. In addition, it is proposed to introduce a 

-——-—s new benefit for single-parent families. 

The reversal of the Thatcher government’s tax conces- 
sions to the rich will free the resources to begin implement- 
ing this programme, particularly the increases in child 

___ benefit. But further resources will be required — hence the 

relevance of reforming the other four welfare states. An 

immediate move is to limit the value of all tax benefits to 
the standard rate of tax. It is then proposed that many of 
the tax benefits should have a policy of cash ceilings applied 

against them. Similarly, benefits provided by companies 
will have to be paid for out of post-tax income. The reform 
sy of capital taxation will play a major part in equalizing the 
distribution of wealth. But the most fundamental reform 
proposed in the book is the re-introduction of an exemp- 
tion system for taxation —ona modified basis. Such a reform 
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tax. This will allow the overhauling of the traditional 
benefit welfare state, while at the same time cutting the — 

rates of taxation for most taxpayers. How feasible a — 
programme this is for the Left in Britain is examined in 
the final chapter. 


ae! 


12. Home-made Socialism 


Is the programme outlined in the last chapter one which 
the country can afford and which a Labour government 
might implement? Where the resources could come from 
to implement these reforms is considered in the first part 
of this final chapter. It looks at the calculations that 
Beveridge undertook for implementing his own proposals, 
as well as the extent to which a reform of the other four 
welfare states will allow the building-up of the traditional 
welfare state and simultaneously allow cuts in the rates of 
income tax. The second part of the chapter examines how 
receptive the Labour Party might be to these reforms. Con- 
ventional wisdom insists that Labour played a key part in 
bringing about today’s traditional benefit welfare state. 
Does the evidence bear this out? A distinction can be drawn 
between a certain lack of interest shown by Labour’s 
parliamentary leadership and the more radical views on 
welfare advanced by the rank and file. But whatever 
Labour’s view has been in the past, there is one key force 
which will concentrate the party’s mind on broadening its 
appeal. Over the past thirty years Labour has suffered a 
massive haemorrhage in votes, and if the party is to regain 
power it will have to rebuild a new coalition of voters. An 
obvious item in a programme for such a coalition will be 
the imp!ementation of imaginative welfare reforms to bring 
about a redistribution of cash resources favouring those 
on average and below-average incomes; this, then, is the 
concern of the third and final part of the chapter. 
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Can we afford it? 


This was a question to which Beveridge addressed himself 
at the height of the Second World War. When reviewing 
the poverty studies carried out in British towns during the 
inter-war years, Beveridge was at pains to stress that while 
in every town surveyed substantial numbers of families had 
less than the minimum for subsistence, the great bulk of 
working-class families had ‘substantially more than the 
minimum’.' For example, the 1936 poverty study of York 
showed that those working-class households living above 
the minimum levels had a total surplus of at least eight 
times the deficiency of those households in poverty. On 
the basis of this review, Beveridge went on to concludes : 


Want could have been abolished before the present war ; 
by redistribution of income within the wage-earning 
classes, without touching any of the wealthier classes. 
This is said not to suggest that redistribution of income 
should be confined to the wage-earning classes; still less 
is it said to suggest that men should be content with 
avoidance of poverty, with subsistence income. Itis said - 
simply as the most convincing demonstration that aboli- 
tion of want just before the war was easily within the 
economic resources of the community; want was a need- 
less scandal due to not taking the trouble to prevent it.” 
a 


clear. Commenting on the rise in real wages during He 
previous thirty to forty years, he observed that ea 


insignificance. The moral is that new measures to sp 
prosperity are needed.’ In other words, Beveridge und 
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national income is not automatically spread in such a way 
as to abolish poverty and the worst forms of inequality. 
As itis likely that we are now in a world of slow, or possibly 
nil, economic growth, taking a view of the distribution of 
existing resources becomes critically important. 

National income having more than doubled since the end 

~the war, it is difficult to argue that the resources are 

xt available to implement an effective benefit welfare 

cate. The case for releasing these resources rests on the 
arguments about a vertical redistribution of income and 
a horizontal redistribution of income, together with a 
policy which limits the growth of the other four welfare 
states. 

There is a moral case for a significant vertical re- 
distribution of income from rich to poor. The evidence 
in Chapter 1 of this book shows the marked differences 
in income and wealth which characterize the post-war 
period. While the official data end before the advent of 
the Thatcher government in 1979, one of the first and most 
significant moves made by the new government was to 
bring about a major redistribution of income from poorer 
to richer sections of the community. As we saw in Chapter 
6 the tax burden over the past couple of decades increased 
fastest for the poor and for those with children. Yet these 
were the two groups who got least from Thatcher’s tax 
cuts. The 1979 Budget brought about a major vertical 
redistribution of income from poor to rich. The richest 
I per cent of taxpayers cornered 15 per cent of all tax cuts, 
and the richest 7 per cent picked up 34 per cent of the 
£4°§ billion cut in direct taxation —a total of £1560 million. 
The second Thatcher Budget continued this redistribution 
from those on lower incomes to those at the top of the 
income scale, Although the tax cuts were more modest than 
in the 1979 Budget, it was the rich who benefited the most. 
If the next Labour government were concerned only with 
redistributing back to the poor the tax concessions made 
to the very rich, revenue to the Exchequer would be 
_ increased by £2 billion at a stroke. 
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Galvanizing support for a horizontal redistribution of 
income will require a massive educational programme to 
encourage people to take a lifetime’s view of their income. 
It is important for everyone to appreciate that their two 
peak periods in relative affluence are before starting a 
family (when many people are still living in their parents’ 
home) and when one’s own family is grown up and, often, 
still at home. The periods of relative deprivation are the 
same today as they were when first highlighted by Rown- 
tree over eighty years ago. The vast majority of families 
suffer a relative decline in their living standards when they 
are responsible for children, and again as they move into 
old age. Part of the financing of the new welfare state will 
come from spreading a person’s income more evenly over 
their lifetime. 

There is also the case for implementing the tax reforms 
outlined in the previous chapter which would themselves 
significantly increase the amount of revenue accruing to 
the Exchequer. Reform of the traditional benefit welfare 
state — which should be implemented in stages as the money 
becomes available — could thereby be accompanied by 
cuts in taxation for those on average and below-average 
earnings. Resources will be released for the Exchequer by 
implementing a policy of cash limits in the tax benefit 
welfare state and allowing company welfare provision to 
be paid for only out of post-tax income. Massive additional 
revenue will be forthcoming in a switch from an allowance 
to an exemption system of personal taxation. In addition, 
the reform of capital taxation will give rise to additional 
resources which a future Labour government should re- 
distribute in cash. Part of the cash redistribution would 
be in the form of adequate welfare benefits, part in using 
the revenue from the reform of capital taxation to pay 
capital grants to individuals, and part in accompanying 
reforms of the other four welfare states with reductions 
in direct taxation. 
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Labour’s track record 


The second question which needs to be considered is, ‘Is 
this a total programme upon which a Labour government 
will embark?’ Richard Crossman once observed that each 
of the major political parties has a vested interest in pro- 
moting various myths about its own record. These myths 
are important not so much in a party’s performance in 
government, but in mobilizing its supporters during the 
run-up to a general election. One of Labour’s ‘myths’, 
: and one which is widely believed among Conservatives, 
ty) is that the party is not only committed to extending the 
provisions of welfare, but also played a key part in estab- 
lishing the traditional benefit welfare state. How does this 
myth stand up to close scrutiny? 
While the Labour Party can claim the introduction of 
much of the traditional welfare state, it neither invented 
it nor fully understood its importance. One of the best 
arguments in defence of Labour’s social policy record 
comes from Professor Marwick. In a now much neglected 
article, Marwick helped shape conventional wisdom by 
arguing that the Labour Party made a major, and in some 
A ways a unique, contribution to the development of the 
: policies which gave birth to the modern welfare state. In 
“et doing so, he showed that Labour set out a comprehensive 
= b health service policy thirty years before the introduction 
of the National Health Service. He goes on to maintain 
that while Labour’s educational demands were somewhat 
less radical than those on the health service, the party 
‘nevertheless made a considerable contribution to the 
development of today’s educational service.‘ 
The rest of Labour’s record does not, however, support 
the Marwick thesis about the importance of Labour’s 


cularly when the question of income maintenance is 


contribution towards establishing the welfare state, parti- 


- 


‘poverty or of this being one of the party’s major goals, let 
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considered. Indeed, Marwick argues elsewhere that much 
of the Coalition and post-war Labour governments’ home 
programme was the product of the new middle-ground 
social pressure groups of the 1930s.° This is a theme which 
has been taken up and skilfully developed with consider- 
able political insight by Paul Addison.® 

However, the failure of the Coalition and the Labour 
governments to advance as fast and as far as circumstances 
would seem to have allowed can be explained partly by 
the natural preoccupation of a government at war and by 
the chaotic conditions of the post-war world. Indeed, these 
were the overriding problems illustrated in contemporary 
political biography. Yet a study of Labour’s contribution 
to the ideas which underlined the Beveridge Report shows 
how right Addison is in maintaining that Labour was the 
inheritor rather than the initiator of the new post-war 
consensus. More importantly, it shows how rank-and-file 
opinion, particularly represented by the Labour Party 
Conference, was in advance of the parliamentary leader- { 
ship at that time. 

Prior to the 1942 Annual Party Conference (and there- 
fore before the publication of the Beveridge Report itself), 
Labour published a pamphlet entitled The Old World and 
the New Society which set out the conditions to achieve 
for Britain, President Roosevelt’s four freedoms. These ‘ 
four freedoms, worthy in aspiration but vague in details, 4 
were the gaining of full employment, the rebuilding of a 
better Britain, the provision of social services to secure 
adequate health, nutrition and care in old age for all, and i) 
educational opportunities for everybody. This policy _ 
document made no specific mention of the abolition of 


4 


alone how such a goal was to be achieved. One might, of = 
course, argue that this is being too critical of The Old 
World and the New Society, for few Labour Party policy 
documents make the abolition of poverty a goal — but this i 
itself significant. Similarly, the document was silent on 
how welfare reforms were to be paid for and on how t 
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financing of a welfare programme could itself be a major 
agent for redistribution. 

The Old World and the New Society was debated at the 
1942 Annual Conference, delegates calling for a specific 
four-point programme to help secure that new society. The 
measures demanded were a comprehensive scheme of 

ycial security, a scheme of adequate benefits, the intro- 

uction of family allowances and the creation of a national 
ealth service. Chapter 4 detailed how the Beveridge 
scheme was faulted at birth by the exclusion of certain 
groups and the fixing of benefits at too low a level. In 
re-reading the 1942 Annual Conference debate it is clear 
_that the leadership had no appreciation of how crucial were 
the terms ‘adequate’ or ‘comprehensive’ to the success of 
the proposed welfare reforms. Indeed, Jim Griffiths, who 
led for the National Executive Committee (NEC) during 
the debate, spent most of his time defending family allow- 
ances and dwelling on the defects of the current system. 
More importantly, the NEC did not respond to the 
questioning by rank and file of the contributory principle 
and the need for the scheme to be financed totally from 
the Exchequer. 

A similar failure to grasp the essentials of the Beveridge 
package was demonstrated by Arthur Greenwood when 
opening the Commons debate on the Report. This debate 
shows that no government spokesman had any idea of how 
fundamental were the mere ‘details’, as they were then 
being described, of the Beveridge Report. Greenwood 
spent most of his time confusing what he called the 
principles of the social security scheme — the introduction 
of family allowances, the maintenance of full employment 
and the introduction of a comprehensive health service — 
with the scheme’s details ~ adequate and comprehensive 
benefits to be paid to all groups in poverty. Indeed, what 
was most novel about Greenwood’s contribution was his 
observation that ‘the abolition of mass unemployment ... 
implies a developing prosperity out of which the funds 
necessary for the services vital to national well-being can 
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be provided.”’ In this unnoticed remark, Greenwood laid 
the basis for a post-war consensus about welfare being paid 
for out of growth rather than through redistribution. 

In marked contrast to the ambiguity of the parliamentary 
leadership’s response was that at the 1944 Labour Party 
Conference. In a repor. submitted to the conference, the 
Party set out its reaction to the Beveridge Report and the ~ 
government’s intended plan of action. The report made 
three points of great importance. On the issue of subsist- 
ence benefits, the Labour Party pledged itself ‘to work 
towards the realization of a national minimum standard 
below which no citizen is allowed to fall.’ The document 
went on to say that the absence of a subsistence basis in the 
White Paper ‘places a heavy responsibility on the govern- 
ment for ensuring a reasonable stability of the price level.’* 

The document also insisted that benefits should be paid 
for as long as need lasted. It attacked the limitation of 
paying unemployment benefit for a thirty-week duration 
only, and insisted that the commitment to full employment 
should be accompanied by the abolition of any limitation 
on unemployment benefit (which is made that much easier 
in conditions of full employment) as well as the more 
generous provision of benefits for those who are un- 
employed. The report also attacked the limitation placed 
on sickness benefit, linking this argument to the beneficial 
effects of introducing the National Health Service. 
Similarly, the report is clear about the provision of benefits 
for pensioners. It welcomed the agreement to pay pensions 
at a rate higher rhan suggested by Beveridge, but decried 
the government’s decision to pay at less than the un- 
employment and sickness rates. 

Why were these views of the rank and file not acted 
upon? Part of the answer lies in the ease with which the ~ 
Labour leadership has been able to disregard the dis- _ 
cussions of the rank and file. But another, equally impor- 
tant force has been at work. Despite the evidence on the 
relevance of income maintenance reforms to Labor 
voters, welfare has never rated as a major political issue | 
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the parliamentary leadership. The almost~-zero rating 
allotted to the major welfare state reforms of the Coalition 
government and the Artlee administration can be seen from 
their failure to gain even a reference in the memoirs of the 
leading Labour politicians of the time. Moreover, this low 
political importance attached to welfare is reflected in the 
work of those academic commentators who have written 
iome of the standard biographies of this period. 

In the massive biography of Herbert Morrison by 
Bernard Donaghue and G. W. Jones, only one out of 655 
pages of text is devoted to the Beveridge Report. Although 
the authors mention Morrison’s Swindon speech in 
December 1942 when he called on the nation to look 
beyond social security, which he described as ‘at best 
nothing more than ambulance and salvage work: rescuing 
and patching up our social casualties’, these ideas are in no 
way developed. Indeed, a later section of the book shows 
Morrison’s key role in mobilizing support for containing 
rather than developing Labour policy in the latter stages of 
the 1945/50 parliament.? 

While the Morrison biography at least makes a mention 
of the Beveridge Report, there is not a single entry on this 
topic in the Dalton memoirs. Similarly, in Colin Cooke’s 
biography of Cripps, Beveridge is mentioned only twice, 
and then in passing, in references to the effect of the all- 
party agreement on the range of post-war reforms which 
were necessary.'° 

Attlee is typically uninterested in the whole issue. 
Indeed, in his edited Granada Historical Records inter- 
view, the then leader of the Labour Party becomes so vague 
that he fails to mention the Beveridge reforms at all.2! It 


could be that Attlee was not asked about Beveridge, but _ 


_ this itself says something about the importance which the 
interviewer thought the Labour Party attached to these 
reforms at the time of Attlee’s leadership. But this doesn’t 
excuse Attlee for failing to introduce this subject into the 
conversation if he thought it was important enough. 


On another occasion, when specifically prompted by an _ 
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interviewer, Attlee was incredibly vague on the ideas and 
scope of the income maintenance side of the welfare state. 
At one point in the interview, Attlee recalled that ‘Arthur 
Greenwood [in charge of post-war reconstruction] con- 
ceived the idea of a committee to consider necessary 
changes in national insurance and so on.’!? Attlee then mis- 
leadingly comments: ‘But the Beveridge Report was 
endorsed by the whole Cabinet in its broad lines — there 
may have been one or two minor points of disagreement.”!? 
In his own autobiography, Attlee makes no mention of the 
report, its contents, or its importance to the building of a 
new society, except to say that he hoped the plan would be 
implemented by the Coalition government.'* 

Fortunately this lack of concern was not shared by the 
entire Parliamentary Labour Party. In his autobiography, 
Emanuel Shinwell contradicts Attlee’s view that Labour 
was basically agreed on the Coalition government’s 
approach to the Beveridge Report. Shinwell writes, ‘the 
arguments were long and at times somewhat bitter; they 
continued until the government was forced to say that the 
report would be implemented at least in part.’ The attempt 
to get the Coalition government to spell out its reaction to 
the Beveridge scheme during the first parliamentary debate 
on the Report led to ‘the most serious row behind the ~ 
scenes in which I was involved’.!5 Dalton, in his diaries, 
observes Shinwell’s attempt to organize backbenchers to 
force a vote in favour of implementing the Beveridge _ 
Report in the following terms: ‘Master Shinwell today has 
been rushing about with a maniacal glint in his eye. He 
reminds me of the chap who was determined to set fire to 
the house and burn it down for his own delight.’*° The 
Coalition government suffered its worst adverse vote — 
following this debate. 

The low priority given to welfare reform by the Labour 
leaderships can be seen from the record of the 1964/70 
Labour government. Harold Wilson’s own account of this 
period runs to about 35,000 lines of which less than two — 
dozen are devoted to the national superannuation ‘pr: 
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posals which were Labour’s main social security reform of _ 
the period. Indeed, this reform gets the same billing in the 
Wilson memoirs as does the Salvation Army. The ex- 
Premier’s only comments are to the effect that the super- 
annuation proposals failed to become law, and with almost 
half a million words to spare Wilson does not find the space 
oO say that it was his timing of the election which lost 
he whole of the proposals. (The Bill had not completed its 
darliamentary passage before the election was called.) Nor 
is there any mention as to why such a major measure — 
was not taken at the beginning of the parliament.?” 

The Labour governments headed by Harold Wilsonand | 
James Callaghan during the 1974/9 period were concerned 
with the introduction of only three major social security 
measures. The first was a new pensions plan, which had 
virtually all-party support; the second was that of linking 
increases in benefits to prices or earnings — whichever was 
a} the most favourable to claimants; and the third concerned 
} the phasing out of child tax allowances and family allow- 
ances and replacing them with a cash benefit for mothers 
called child benefits - again, a reform which had all-party 
support. 

The pensions reforms were supported by a powerful 
trade union, but the low esteem in which most welfare 
reform is held by leading Labour politicians can be seen 
from the way the leading members of the Labour Cabinet 
tried to veto the introduction of the child benefit scheme. 
On the basis of an alleged survey of backbench MPs’ views 
(which turned out to be the view of the Whips’ office and 
nothing more), leading politicians told their counterparts 
in the trade union movement that backbenchers were — 
_ disturbed about the introduction of the child benefit 

scheme and its repercussions on take-home pay with the 
loss of child tax allowances. Trade union leaders therefore 
agreed to a postponement of the scheme. The Labour 
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and the balloon went up that demands were made for the 
full implementation of the scheme. 1% 


The party’s over? 


With this past record, what hope is there of getting the 
Labour Party to implement the proposals suggested in this 
book? A note of optimism can be struck from the evidence 
so far presented. In each of the crucial stages over the past 
forty years or so, Labour Party rank-and-file members 
have attempted to tie the parliamentary leadership to a 
programme which held out the possibility of a successful 
attack on poverty and inequality. The current moves to 
increase the influence of the rank and file could therefore 
work in favour of a radical commitment to reforming 
welfare in this country. 

Moreover, the Labour leaderships’ failure to see the 
importance to Labour voters of welfare reforms was largely 
the result of the priorities of a party born from the trade 
union movement with its interests naturally concentrated 
on the industrial front. Yet even here it is important to 
notice the beginnings of change in the priorities of the 
trade unions themselves. The 1974 Labour government’s 
social priorities were in large part determined by trade 
union pressure and the emphasis given to the £10, £16 
pension pledge owes almost everything to the efforts of the 
industrial wing of the Labour movement. In time this — 
change in trade union emphasis will begin to make itself 
felt in the parliamentary leadership’s views and order of 
priority on other welfare issues. ; 

There is also a further and perhaps even more powerful 
force working in favour of this programme. If Labour 
win another general election it will need to rebuild 
strengthen its support among the electorate. This 
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hitherto given their support to other parties or to none. 
Such a task is urgent for there is not one but a number of 
electoral crises besieging the Labour Party. There has been 
a steady erosion of the party’s traditional power-base 
among certain sections of the electorate. This fall in the 
numbers of votes cast is beginning to see its effect in the 
decline of Labour representation in parliament. And as 

this were not bad enough, the Labour Party has ceased 

be a mass party in the country. 

There has been an almost steady decline in Labour’s 

2ctoral support over the past thirty years. In the 1979 
Jeneral election the party managed to poll only 28-1 per 
cent of those eligible to vote. This total is smaller than at 
any time since the Second World War. Even if we look at 
Labour’s share of those who voted (as opposed to the total 
electorate) the performance is not much better. In the 
1979 election, Labour candidates managed to muster 
between them only 36-9 per cent of the total votes cast. 
This is lower than at any post-war election and is worse 
than the party’s performance in the general election of 
1935. 

The electoral crisis facing the Labour Party is more 
visible if we look at the number of people voting Labour 
in post-war elections. Labour polled almost 12 million 
votes in 1945. This rose by over a million in the 1950 
election, rising again to almost 14 million in 1951. This 
marks the high point in Labour’s electoral appeal. Apart 
from 1966, Labour’s vote has steadily fallen. This is serious 
enough, but it becomes doubly so when we look at the size 
of the electorate over the same period of time. Labour’s 
vote in the 1979 election was less than the number of votes 
cast for Labour candidates in 1945, but in the intervening 
years the electorate had grown by well over 6 million 
voters. 

There are three main waves of support among the 
electorate for Labour candidates. Labour polls well in the 
big cities. Indeed, Labour’s safe seats are heavily con- 


centrated in the inner city. In the last election Labour 
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candidates were three times more likely to score success ina 
large city seat than their Conservative opponents, and well 
over a third of Labour’s representation in parliament 
comes from such seats. But many of these constituencies 
have small electorates and will disappear under the Boun- 
dary Commission proposals which are likely to be imple- 
mented before the next election. On a conservative 
estimate, Labour is likely to lose twenty seats from re- 
distribution alone. 

A second source of Labour support comes from trade 
unionists. The Parliamentary Labour Party was largely 
created by the trade unions, and not unnaturally Labour 
candidates draw heavily for their support from trade 
unionists and their families. Yet 1979 was the first year in 
which Labour’s share of the trade union vote fell to 50 per 4 
cent — a fall of 5 percentage points from the previous 
election. And while it was an exaggerated claim that half 
the trade unionists voted Tory in the last election, 
Margaret Thatcher scored a considerable success in 
winning 31 per cent of trade unionists’ votes — up 8 
percentage points on the previous election. 

The third source of Labour support comes from what 
sociologists crudely call the lower social groups — manual 
workers and the poor. These groups vote handsomely for 
Labour candidates and, overwhelmingly, Labour support 
comes from these groups. But two changes threaten 
Labour’s vote here. First, of these groups which poll 
heavily for Labour, manual workers are a shrinking pro- 
portion of the total electorate. So even if the same pro- 
portion vote for Labour, there will be fewer votes cast at — 
the end of the day. Second, even among this smaller group 
of the electorate, Labour’s vote began to collapse at the last — 
election. The swing to the Conservatives since 1974 among 
skilled workers was 10 per cent while a 9-per-cent swing 
was recorded to the Conservatives among the unskilled and — 
the poor. , 

The decline in the Labour vote may be temporari! 
reversed by a backlash against the Thatcher governm: 


226 Inequality in Britam 


but even here the word ‘may’ must be emphasized. By 
1983 the Thatcher administration will have massive 
receipts from the North Sea oil revenues. The size of the 
oil tax revenue alone will allow for a major tax cut. On past 
performance it is clear that the government will cut back 
public expenditure still further if this is necessary to gain 
the resources to make further cuts in direct taxation in the 
"n-up to the next election. The Labour Party must there- 
te command a wider basis of support if it is to secure 
future and so prevent a break-up of the political system 

:o a whole range of splinter parties. 

Despite the failure of Labour leadership over many 
generations to realize the importance of income mainte- 
mance proposals to many sections of Labour voters, I 
believe this is one issue on which Labour could begin to 
rebuild support among the electorate for, above all, these 
policies are about extending the personal freedom of the 
majority of voters. The programme is about transferring 
money from rich to poor and from the state to the 
individual. The reforms aim to give people the power to 
direct their own lives rather than being in the receipt of 
welfare services which are centrally directed.. The pro- 
gramme is also a plea about taking an overall view of one’s 
lifetime’s income and needs and showing that at crucial 
times these do not match one another. Above all, these 
policies also have a crucial role in strengthening the rights 
of women and children in our society. 


Conclusion 


This book has been concerned with exploring the basis of 
and the policies by which a fundamental reform of Britain’s 
five welfare states can be brought about. Today the tradi- 
tional welfare state not only fails to combat poverty but all 
too often operates as a ceiling, making it impossible for 
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the poor to escape from their poverty. The transformation 
of the traditional benefit welfare state proposed here will 
not only eradicate poverty as it is known today, but will 
simultaneously restructure welfare so as to provide a mini- 
mum floor on which people can build by their own efforts. 
The proposals are aimed at increasing the power of the 
individual by giving people cash benefits as of right which 
will allow them a far greater say in running their own lives. 
This is in contrast to the discriminatory and off-hand 
treatment meted out to many claimants today and the 
cynicism with which the poor are often treated. 

Moreover, by proposing welfare reforms which build on 
what is already in existence, and working with the grain of 
human nature rather than against it, the programme is 
essentially one of home-made socialism. While the funds 
for the first part of the reforms will be gained by reversing 
the Thatcher government’s massive tax concessions to the 
rich, expenditure on Britain’s four other welfare states 
needs to be controlled if the resources are going to be 
secured for rebuilding anew the traditional benefit welfare 
state. 

There are important political grounds for believing that 


this programme can be implemented by a future Labour 


government. Many of the 28 per cent of the electorate who 
voted Labour last time are poor, and this programme has an 
immediate attraction to them. But a policy of home-made 
socialism could have an appeal to people much further up 


the income scale. The policies themselves must be seen as . 


part of a wide and necessary attack by Labour on the 
centralization of power. Welfare reform has a crucial role 
in transferring cash from the state to the individual, from 
rich to poor, from men to women as well as from adults to 
children. Home-made socialism is essentially about ex- 
tending freedom, not of the few but of the many. 
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Appendix I: Costs 


This appendix estimates, as far as it is possible to do so, 
the costs of the social security reforms outlined in Chapter 
11. I am grateful to the DHSS for supplying this infor- 
mation. The Department has been unable to give the costs 
of each reform on the same price basis. 


REFORM I 


The cost of raising child benefits to the child addition rate 
paid to the children of claimants on the short-term national 
insurance benefits at November 1980 benefit rates is £690 
million net (after taking into account saving on other 
children’s benefits). 


REFORM 2 


The only reform which is advocated in advance of paying 
a much higher child benefit concerns the payment of 
unemployment benefit. To pay the flat rate benefit for as 
long as unemployment lasts is in the order of £100 million 
at average benefit rates for the 1980/1 financial year. 


REFORM 3 


The cost of increasing child benefit to the additional rate 
paid to the children of higher rate national insurance 
beneficiaries to make the benefit taxable is £4315 million 
net. 

22 
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REFORM 4 r 
The fourth reform is to pay the higher rate of national : 
insurance benefit to those unemployed who have been 
without work for over a year. The cost of this reform is in 
the order of £175 million if the level of benefit corre- 
sonds to the rate of invalidity pension and assuming the . 
yverage benefit levels for 1980/1. 
REFORM 5 ; 


The DHSS has been unable to estimate the net cost of 
paying a single parent family allowance at the non- 
contributory invalidity benefit level. The gross cost is put 
at £375 million in November 1978 figures. The net cost © 
will be significantly below this level, for the DHSS has. — 
calculated the net cost of paying the single parent allowance 
at this level together with the higher national insurance 
rates for children at £250 million. 


REFORM 6 


This reform is to pay the single-parent-family allowance 
at the higher rate of national insurance benefits and the 
net cost is estimated at £160 million in November 1978 
benefit figures. 
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REFORM 7 


The next two reforms cover disabled people. The cost of 
extending the non-contributory invalidity pension (the 
‘non-contributory as well as the housewife’s non-_ 
contributory invalidity pension (NCIP and HNCIP)) by 
scrapping the household duties test is £250 million at the 
benefit rates introduced in November 1979. , 


' mentary benefits, FIS, rent and rate rebates and so 
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REFORM 8 >) 


The cost of paying the NCIP and HNCIP beneficiaries 
at the rate for invalidity pension is about £130 million, 
again at November 1979 benefit rates. Extending this 
coverage to those who would qualify if the household 
duties test were abolished would cost £290 million. In 
addition, the cost of paying invalidity allowance, where 
appropriate, to those beneficiaries would be about an extra 
£150 million. 


REFORM 9 


It was suggested in the text that a £600 million input be 
given to a pensioner tax credit. 


Some of the cost of implementing these proposals will 
come from reversing the major redistribution to the rich 
brought about in the first two years of the Thatcher | 
government. Since the 1979 and 1980 tax cuts favoured ~ 

the childless taxpayer there is a powerful case for channel- 
ling any net revenue derived from overturning these 
budgets into the pockets of families with children. The 
case for such action becomes overwhelming when one 
considers the discrimination against families which has 
built up in this fiscal system since the mid-1950s. Another, 
not insignificant contribution, will come in savings on 
staff costs. Means-tested supplementary benefit is im- 
mensely expensive to administer. As the programme above 
is implemented, fewer people will be dependent on supple-_ ie 


with consequential savings on staff time. But the m 
part of the reforms can only be introduced as the fun 
become available from the tax changes proposed in t 
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the poor is thereby exempted from tax — all benefits should 


is concentrated on those in greatest need while at the sam 
time limiting the cost of the reforms. 

There may be some criticism about the suggestion that, 
apart from a small reform on unemployment benefit, 
Reforms 4 to 8 should await the implementation of a 
fundamental shift in resources to families by way of child 
venefits. The temptation to introduce the other reforms — 
first are considerable, particularly as their cost is so much — 
less than the child benefit proposals. But it has been, and — 
will remain a major act of political folly to reform the 
traditional welfare state without first equalizing the benefit 
payments to children, irrespective of the status of the 
parents. Tactically it would be a good move to accompany 
any major changes in child benefit with the introduction © 
of a pensioner tax credit — but this reform will be dependent — 
more on the Inland Revenue computerization programme 
than on decisions about need and political presentation. 


a “back to Beveridge” policy for dealing with poverty.” 
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Appendix II: Back to Beveridge 


a mene 


A number of proposals suggesting radical reforms of the 
traditional benefit welfare state have been put forward over 
the past fifteen years and many of these have come from 
Lord Harris, Arthur Seldon and associates at the Institute 
of Economic Affairs.1 There have also been five reports 
suggesting a ‘back to Beveridge’ approach, all differing 
from the one outlined in this book. Inequality in Britain 
attempts to answer the question where the resources can 
come from to. reform welfare, in an age of slow or nil 
growth, and in a society where there is considerable 
resistance to increasing the level of direct taxation —at least 
for those on the standard rate. 

The first serious suggestion of returning to Beveridge 
is to be found in the work of Professor A. B. Atkinson. 
Way back in 1969 Tony Atkinson concluded a study on 
the extent of poverty in Britain by proposing the raising 
of the retirement pension to the subsistence level recom- 
mended by Beveridge — or, as we would now say, the 5 
supplementary benefit level ~- together with an increase in . 
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family allowances (now called child benefits) to the level 
of the supplementary rates for children. ‘If we were also 
to increase the other flat-rate national insurance benefits, 
then these measures taken together can be said to represent 


In 1975 the Child Poverty Action Group (CPAG) 
returned to this theme by advocating a more compre- 
hensive revamping of the Beveridge scheme. The aim of 
these proposals was ‘to ensure an adequate income as 9 
right to those groups unable to earn such an income. This, 
we believe, can best be achieved through the reform 
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extension of the existing national insurance scheme.” In 


support of these proposals the Group quoted the key 
passage with which Beveridge had begun his own report; 


to prevent interruption or destruction of earning power 
from leading to want, it is necessary to improve the 
present scheme of social insurance in three directions: 
by extension of scope to cover persons now excluded, 
by extension of purpose to cover risks now excluded, 
and by raising the rates of benefits.? 


1978 saw the publication of two reports advocating a back 
to Beveridge approach. As part of the major review of 
taxation and benefits in this country, the Meade Com- 
mittee on the Structure and Reform of Direct Taxation 
surveyed the current proposals for reforming the social 
security system. Two proposals were examined in detail: 
a two-tier social dividend scheme and a new Beveridge 
Scheme. After examining these two options the report 
opted for a new Beveridge scheme, adding: 


This implies: (i) raising tax thresholds to avoid the 
increasing threat of overlap between the levels of supple- 
mentary benefit and the levels of income at which tax 
may start to be charged; (ii) setting the regular National 
Insurance and similar benefits at levels comparable to 
supplementary benefit levels; (iii) relying on child bene- 
fits for the support of children; (iv) submitting social 
benefits other than child benefits to tax; and (v) thus 
enabling a host of present means-tested benefits to be 
discontinued. — 


The report went on to advocate a number of tax proposals 
including the abolition of the present allowances for 
married couples ‘so that at the most two single person’s 
allowances could be claimed against the couple’s total 


income. A more radical reform will be to abolish the 
married man’s allowance in all cases and also to permit — 
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the personal tax allowances to be set only against earned 
income and not against investment income.”4 

Also, in 1978, the Outer Circle Policy Unit published 
areport entitled Beyond Beveridge. The report, which was 
the product of a working party set up by the Unit, began 
by looking at the need for reform and went on to discuss 
four major reforms of the social security system. The group 
producing the report listed twelve objectives which any 
anti-poverty strategy should attempt to achieve. These 
included the abolition of means tests, raising claimants off 
supplementary benefits, not imposing high marginal tax 
rates, concentrating resources on those on low incomes, 
making allowances for different family responsibilities as 
well as designing a scheme which was moderately simple. 

The working party then looked at the various proposals 
for reform to see which fulfilled these objectives. In its 
report the working party came down in favour of a 
Beveridge-type reform and explained its reasons in the 
following terms: ‘while there is no perfect policy, that is, 
one free from cost, we would submit that a universalist 
Beyond Beveridge strategy contains fewer insurmountable 
costs than either of the alternatives.’ 


The most recent back-to-Beveridge report comes from 
the pen of Hermione Parker. Her report published in 1980 
by the Outer Circle Policy Unit looks at those measures 
taken by the Thatcher government which begin dismant- ‘ 
ling the traditional benefit welfare state — hence its title 
Goodbye Beveridge? This analysis leads Hermione Parker \ , 
to conclude that 3 


What is really needed, rather than the present ad hoc 
changes, isa full-scale Beveridge-style enquiry, goingback __ 
to first principles, redefining the objectives of incom 
maintenance and income redistribution programmes 
finding out why so many people have to come to dep 
on supplementary benefit when that was never the ti 
tention, and putting forward proposals for radical 
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form of the whole edifice of taxation, welfare and wages.°® 


The plea for a new Beveridge scheme does not prevent 
Mrs Parker from then going on to make suggestions about 
the need for increased family support, decreasing the 
numbers on means-tested assistance, the training and 
education allowances for young people, as well as laying 
iown some principles for tax reform and the need for 
amily budgets. 
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